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[n February 1996, the reigning
world chess ehampion, Garry
Kasparav, went head-to-head
with the |BM computer system .
knawn as “Oeep Blue.” After
design enhancements by its
programmers, “Dezper Blue’
ultimately defeated Kasparav in &
six-game rematch in May (397,

When IBM set out to develop the cheés-plaving computer
“Deep Blue,” they knew the challenge Would be formidable.
Using experience gained from earlier mc:%:ches, IBM programmers
continued to improve their algorithms ar;d ultimately prevailed.
While the challenge of an evolving operating environment in the
“deep blue” segment of our industry is no less formidable, our
in-house engineering team at Hornbeck Offshore has designed a
technologically advanced fleet of offshofe vessels that are up to
the task. Like the programmers at IBM, we are constantly striving
to improve our proprietary vessel designs to anticipate and

address the emerging trends of the “deeper blue” frontier.

Since June (397, Hernbeck Dffshore

has built a multi-cless fleet of

proprietary new generation OS¥s.
Through s series of newbuild
pragrams. Hornbeck has desigred
increasingly larger, mare versatile
vessels capable of meeting the
broadest array of customer reeds
in the evalving "deep blue’ market.
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2000 was a stratesic vear for Hornbeck OfTshore. Notonby were we able to post the strong

finaneial performanee in the history of sur Company, but we were also able 1o strategieally

position vurselves to take advantage of the Favorable macro fundamental trends that we

expect 1o see in cach ol our two business segments over the next several vears,

Following are a few highlights of our record-setting
financial resulis for 2006, as well as a more detailed
operational review by segment and a summary of our
active growth initiatives and more notable

recent achievements.

Our revenues increased 50% to $275 million on

the strength of 36% higher effective OSV dayrates
and 42% higher effective TTB dayrates. Qur overall
operating income increased 72% o $120 million,
partly due to substantial TTB operating margin
expansion from 20% to 37% of revenues. Our net
income increased 102% to $76 million, driven by our
significant increase in operating income and,

to a lesser degree, higher interest income.

We were able to achieve these results in 2006
primarily because we remained “‘short”™ in our
coniracting strategy based on our optimistic outlook
going into the year. This enabled us to participate in
all-time high OSV spot dayrates last summer driven
by post-Katrina and Rita related repairs of the
oilfield infrastructure in the U.S. Gulf of

Mexico (“GoM™).

Our Offshore Supply Vessel (OSV) Segment

Revenues from our OSV segment were $166 million
for 2006, an increase of 42% over 2005. This increase
wasg driven by a combination of higher effective
dayrates and a full year of revenue contribution

from two new foreign-flagged AHTS vessels that we
acquired in early 2005. Operating income from our
OSV segment was $80 million, or 48% of revenues,
for 2006, an increase of 41% over 2005, OSV market
conditions in the GoM reached historic record levels
during 2006. Our fleetwide average OSV dayrates for
calendar 2006 were over 519,000 and our leading-edge
spot dayrates were as ugh as $30,000 during the year.
While we experienced some OSV market volatility in
the spot market during the late fourth quarter of 2006,
particularly for our 200 class vessels, we believe that
market conditions for ncw generation vessels

in the GoM have stabilized and continue to show long-
term positive trends.

Qur Tug and Tank Barge (TTB) Segment

Revenues from our TTB segment were $108 million
for 2006, an increase of 66% over 2005, a portion

of which is attributable to a full year contribution of
five newbuild double-hulled tank barges delivered
on various dates throughout 2005, Operating income
from our TTB segment was $40 million for 2006,

an increase of 209% over 2005. Our 2006 operating
margin for this segment was 37%, up from 20% of
revenues in 2005. This substantial margin expansion
was primarnly related to the shift in our TTB contract
mix from COAs to time charters, a change in our
average fleet complement to larger, double-hulled
barges and deployment of our TTB vessels in non-
traditional TTB services, such as the support of
deepwater well testing and other specialty appiications
for our upstream customers in the GoM.

General Corporate

We completed two financings during 2006. In
September, we refinanced our revolving credit
facility 1o increase its borrowing base, extend its
maturity and lower our interest rate commensurate
with our improved creditworthiness. In November, we
completed a $230 million convertible bond offering
on very attractive terms that allowed us to monetize
our high stock volatility and strong credit profile. This
opportunistic financing was immediately accretive to
carnings per share, lowered our cost of debt capital
on our total long-term debt of $550 miltion by 200
basis points and substantially increased gur investable
liquidity. We used a portion of the net proceeds of
the convertible note offering and accompanying
convertible note hedge and warrant sale to buy-back
approximately 1.8 million of our comumon shares, or
6% of the Company, at a time when our stock was
trading near then-historic low multiples. As a result
of these financings, we have been able to achieve,
according to one investment bank, one of the lowest
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weighted-average cosis of capital in the oilficld
industry. Combined with our industry leading returns
on invested capital over the past five years, we have
posted an outstanding track record of economic value
creation for our stockholders. With a $474 million
cash balance at year-end and undrawn capacity of
$100 million under our recently expanded revolver,
we are well positioned with ample “dry powder”

for continued future growth in both of our

business segments.

In addition to substantially improving our

capital structure, we had several other corporate
achievements during 2006. We implemented upgrades
of our accounting and human resource systems,
deployed the second module of our proprietary
logistics and revenue information system for our
TTB fleet, relocated the dispatch and customer '
billing function for our TTB fleet from Brooklyn to
Covington and formalized and tested our business
continuity and disaster recovery plans.

Pending Growth Initiatives

We currently have two multi-purpose supply vessels
(“"MPSVs”) under conversion, 13 new generation
OSVs and three double-hulled 1ank barges under
construction and four recently acquired ocean-going
tugs being retrofitted. Our aggregate capital budget
for these 22 vessels is currently about $525 million,
$81 million of which has already been funded prior
to 2007. Upon completion of these active grawth
initiatives, our total fleet size will be approaching
80 vessels. Our OSV fleet capacity is expected

to nearly double over the next few years with an
increase of about 58.000 deadweight tons, while the
barge-carrying capacity of our TTB fleet is expected
to increase by 180,000 barrels, or 12%, by the end

of 2007. In addition to this substantial organic fleet
growth, we will continue to actively pursue strategic
acquisitions in both fleet segments that meet our
Investment parameters.

In Closing

At Hornbeck Offshore, we are steadfastly committed
to meeting the evolving needs of the marketplace as
our customers continue to shift their exploration and
production efforts to deeper water depths in pursuit
of larger oil and gas deposits. Since we founded
the Company in 1997, our customers’ volumetric
requirements have grown exponentially. In response,
we have built multiple classes of new generation
vessels ranging in size from roughly 1,800 to 3,800
deadweight tons, with two multi-purpose vessels
now under conversion that will have deadweight
capacity of over 10,000 tons each. Because of

our highly dynamic and ever-changing operating
environment, we must remain on the leading-edge of
fleet innovation to achieve our mission of being the
company of choice in our industry. We will continue
to execute our business plan and, in so doing, hope
to make all the right moves as we position our
customers, employces and investors to stay one step
ahead of whatever challenges we may face next in
the ““deep blue.”

Respectfully,

D :

Todd M. Hornbeck
Chairman, President and CEQ
Hornbeck Offshore Services, Inc.
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- PARTI ..

ITEMS 1 AND 2 —Busmess and Propertres

Hornbeck Offshore Servrces Inc. was rncorporated under the laws of the State of .
De!aware in1 997: I thrs Annuai Report on Form 10-K, references to “company,’ K “we " fys,”
“our” or like terms refer to Hombeck Offshore Services, Inc. and its subsidiaries, except as _
otherwise mdrcated References in this Annual Report on Form 10-K to “OSVs” mean offshore

" supply, vessels (e} “MPSVs" means multi-purpose supply vessels; to “AHTS” mean anchor-
'handlrng towrng supply, to "deepwater” mean offshore areas, generally 1,000 to 5,000 in

‘ depth -and ultra-deepwater aréas, generaﬂy more than 5,000’ in depth; to “deep well” mean a

‘well drilled to a true Vertical depth of 15, 000’ or greater; and to “new generation,” when

referring to OSVs, mean modern; deepwater-capable vessels subject fo the regulations

‘promulgated under the’ ‘International Converition' on Tonnage Measurement of Ships, 1969,

which was adopted by the Unrted States and made effective for alf U.S. -ﬂagged vessels in
1992 and forergn ﬂagged equrvalent vessefs

N ? -
'!'\¢"_f

BUSINESS

General T

*Wearea leading provnder of technologlcally advanced, new generatlon OSVs serving the
offshore: oil and gas: mdustry, prlmarlly in the U.S. Gulf of Mexico, or GoM, and in select’
mternatlonal markets. The pnmary focus of our OSV busmess is on complex exploration and
productlon activities, which mciude deepwater ultra-deepwater, deep well and other
logistically demanding projects. Such other projects include, among others, the construction,
maintenance and repair of offshore infrastructure. We are also a leading transporter of

: petrolelm-products-through-our tug‘and tank barge or TTB, segment serving the energy

industry, pnmanly in the northeastern United States, the GoM and Puerto Rico. Although our
vessels operate in domestic and mternatlonal waters, all but two of our vessels are qualified
under Section 27 of the’ Merchant Marine Act of 1920, also known as the Jones Act, to
engage inthe U.S. coastwrse trade, from which’ fore:gn owned, built or crewed vessels are
excluded ) :

R

. .}in the'rh,id,-1990‘s,‘oil and gas oroducers began seeking large hydrocarbon reserves at

..., deeper well depths using new, specialized drilling and production equipment. We recognized
* that the eX|st|ng fleet of conventional 180° OSVs operating in the GoM was not designed to
* support these more complex projects or to operate in the challenglng environments.in which

they were conducted. Therefor_e in 1997, we began a program to construct new generation -
OSVs based upon our proprietary designs. Since that time, we have constructed 17 new
generation OSVs using: proprletary designs, and have expanded our ﬂeet with the acquisitions

- of a'total of six additional new generation' OSVs, one fast supply vessel, two AHTS vessels,
-. and two coastwise sulfur tankers, currently undergomg conversion into MPSVs. We currently

have an additional 13 proprietary OSVs’ under construction: Our OSV fleet is among the

'youngest in the mdustry with an average age of approxrmately six years

Our OSVs were purposefully desrgned wrth the ﬂexlblllty to meet the dlverse needs of our
clients in all stages of their exploration and production activities: As a result, all of our OSVs

- have enhanced capabilities that allow them to more effectlvely support premium driliing

1




* equipment required for deep drilling and related specialty services. In contrast to-conventional
180" OSVs, our vessels have dynamic positioning capability, as well as greater storage and
off-loading capacity. We are capable of providing OSV services to our customers anywhere in
the world. While we are committed to maintaining a critical mass of new generation OSVs
operating.in the GoM, we currently have vessels working offshore Trlnldad and Mexico-and
are actively pursuing add|t|0nal contracts in these and select other U. S and mternatronal
markets. . , _ Coe

_ Historically, demand for our OSV services has. been prrmarrly driven by the drrIIrng of
deep wells, whether in the deepwater, ultra-deepwater or on the U.S. Contrnental Shelf; and ‘
other complex exploration and production projects that require specialized drrllmg and:
production equipment.-Our new generation-OSVs are increasingly in demand by our’
customers for conventional drilling projects because of the ability of our OSVs to reduce -
overall offshore Ioglstlcs costs for the customer through the vessel's greater capacrtles and
operating efficiencies. We have also observed an increased interest in the enhanced ~
capabilities of our OSVs by customers in non-oilfield services such as the U'S. military. Our "
new generation OSVs are also well suited to support logistically demanding drllllng pro;ects in
remote: frontrer areas, where support rnfrastructure is severely limited. :

Our TTB operating fleet consists of 13 ocean-going tugs and 18 ocean-going tank
barges. During 2005, we took delivery of five proprietary double-hulled tank barges under our
first TTB newbuild program and completed the retrofitting of two 6,100 horsepower tugs. .

' These vessels added 600,000 barrels of new double-hulled capacity, more than’ replacmg the
barrel- carryrng capacity lost when we retired three of our single- huIIed tank barges from .
service at the end of 2004 as mandated by OPA 90. As part of the first TTB newbuild .
program, two additional 6, 100 horsepower tugs were retrofitted and placed in service dunng
the late first quarter of 2006 In September 2005, we announced our second TTB newbuild
program comprised of approxrmately 400,000 barrels of double hulled barge capacrty and
related tugs. We are currently retrofitting four recently. acquired 3,000 horsepower tugs and
constructing three 60,000-barrel newbuild double-hulled tank barges, which are expected to ’
increase the double-hulled capacity of our TTB fleet by nearly 30% by the end of 2007 The .
deliveries of these vessels are antrcrpated on various dates throughout 2007. The retrof t and
construction costs for these seven vessels are expected to be $70'million in the ‘aggregate.
We continue to explore options with respect to the remaining 220,000 barrels of barge
capacity that* are contemplated under this program. .

- We betreve that our TTB busrness complements our OSV business by provrdrng
additional revenue and geographic diversification, while allowing us to offer. another line of
services to integrated oil and gas companies. For example, we have been successful in ..
deploying our TTB equrpment to non-traditional markets, such as supporting deepwater welt
testing and other specialty applications for our upstream customers in the GoM. However,

- demand for our TTB services has historically been driven by the level of refined petroleum. .
product consumption in the northeastern United States and Puerto Rico, our core operating
markets. The Energy Information Administration, or-EIA, projects that refined petroleum.
product consumption.in the East Coast region of the United States will increase by an
average of 1.1% per year from 2007 to 2011. Demand for refined petroleum products is
primarily driven by population growth, the strength of the U:S. economy, seasonal weather
patterns, oil prices and competrt:on from alternate energy sources.

2




Offshore Supply Vessels
The OSV Industry

OSVs pnmarlly serve exploratory and developmental drilling rigs and productlon facmhes
- and support offshore. construct:on and subsea malntenance activities, QOSVs differ from other .
types of marine: vessels in. thelr cargo carrying ﬂeX|b|l|ty and-capacity. ln .addition to
transportlng deck’'cargo; such-as pipe or drummed material and equlpment OSVs also

- transport liquid:mud, potable and drilling water, diesel fuel, dry bulk cement and personnel -

- betwéen shore bases and offshore rigs and.facilities. In general, demand for OSVs, as

thdenced by dayrates and utilization rates, is primarily related to offshore oil and.natural-gas

exploratlon development and production activity, which in turn is lnﬂuenced by a. number of -

factors, including oil and natural gas prices and the drilling: budgets of offshore, exploratlon g

and productlon companles _ . .

) OSVs operate worIdW|de but are generally concentrated in relatlvely few offshore
regions with high levels of exploration and development activity such as the GoM, the North
Sea, Southeast Asia, West Africa, Latin America and the Middle East. While there is some
vessel migration betweenregions, key factors’ such as mobilization costs vessel suitability .

" and government statutes proh|b|t|ng fore:gn-ﬂagged vessels from operatlng in certain waters
generally limit-such. mlgratlon BEARE <o : " o :

The GoM isa cntlcal oil and natUral gas supply basin for the United States. Since the late
1990's, the primary emphasis for the exploratory efforts of offshore operators has mcreasmgly o
been in the deepwater and uItra-deepwater areas of theGoM rather.than the shallow waters : N
of the Continental-Sheif: According to the Minerals. Management Service; or MMS, from the o
first major deepwater leasing boom in 1995 to March 20086; oil production grew 525% to . - . o
950 thousand barrels per day and natural’ gas production grew 663% to 3.8 bilfion cubic feet .
per day: Recent discoveries of large hydrocarbon reserves in deepwater fi elds in the GoM'

* and at deeper. well depths on the Continental Shelf have resulted in increased developmental

and exploratory drilling activities in these areas. The deepwater region of the GoM.is an -

mcreasrngly important source of oil.and natural gas production'with many.unexplored areas of

-+ potential oil and natural gas reserves: According to the report, “Deepwater Gulf of Mexico

2006: Amencas Expandlng Frontier,” published by the MMS, there have been over 980 -

exploratlon wells drilled in the deepwater GoM since 1995:with at least 126. announced ‘o

. deepwater dlscovenes over the same time period. Twenty two deepwater. dlscovenes have

been announced over the last seven years in water depths greater than 7,000 feet.

. Additionally, the pending expiration of leases with substantial reserve potential is expected to
"'-stlmulate further exploratlon and development in the GoM. o

While the shallow waters of the Contlnental Shelf have been acti\iely explored for :
. decades, until recently,. relatively few deep wells have been drilled due to the historically high

cost associated with such wells. Based on |nformat|on received from our customers, the dry

hole.cost.of a typncal Continental Shelf well drilled from'8,000’ to 12, 000: generally ranges

from $4 million to-$8 million, while the dry hole cost for.a deep-well drilled in a similar location

but to 15,000’ or more can range from $10 miillion to $75 million. The:higher costs associated

with the drilling of. deep wells can be attrlbuted to, among other thlngs the need for .

specialized,. hlgh~end drilling rigs and related equipment, -greater volumes of downhole.

materials such as liquid mud,:tubular products ‘and cement, and Ionger drilling times.
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Desplte the higher.costs associated with deep well Continental Shelf drilling, operators,
especially those in search of natural gas, have continued to demonstrate interest. This i
interest'is driven by, among other things, natural gas prices and the potentlal for the dlscovery
of significant natural gas reserves.. The abundance of existing platforms, productton facilities
and pipelines on the Continental Shelf allow newly.discovered deep gas to.flow quicklyto
market. In addition, MMS data indicates that large new reservoirs potentlally offer higher
production rates at deep depths than.in more mature shallower weli areas: Furthermore, in .-
order to stimulate drllllng deeper wells in shallow water depths, the MMS enacted royaity relief -
in these areas of the Continental Shelf in 2001, expanded the program in August 2003 and :
again in January 2004. As recently as January 2006, the MMS offered additional relief to
lessees or operators that drill wells deeper than 25 000’ total vertical depth below the ocean
surface: These factors partly compensate for the hlgher drilling costs.of deep wells on the .
Continental Shelf. While overall natural gas production from the shelf has declined, from 4.8-
tef in 1997 to 3.4 tcf in 2002, leasing activity in water depths less than, 500 feet ancreased from
a low of 160 total block Ieases in 1999 to 580 total block Ieases |n 2005 ' o

tn 2006, the MMS estlmated that there may be up to 233 tef of undlscovered

. conventionally recoverable, deep well natural.gas on the Continéntal Shelf. This: potential

reserve base compares favorably to the current total of approxumately 28 tcf of proven natural
gas reserves in the entire GoM. According to the MMS, in-2005 the deepwater region -
accounted for 73% of total GoM oil production and 39% of. total GoM natural gas productlon

~up substantlally from 4% and 1% respectwely in- 1990

Because oﬂ and naturat gas exptoratton devetopment and production costs in the
shallow well Contlnental Shelf market are generally lower than those ini. the deepwater or -
deep well environments, shallow well drilling activity on thé Continental Shelf is typically more
sensitive to fluctuations in commodity prices, partlcularly the price of natural gas. Accordlngly,
actual or anhmpated decreases'in oil and. natural gas prices generally result in.reduced”. :

. offshore drilling activity and correspondmgly lower demand for the conventional 180’ OSVs
.. serving the shallow well Continental Shelf market. This causes a correspondlng decline in
"QSV dayrates and utilization rates in. that market .in contrast, the’ relatively larger capital
. commitments and longer lead times and investment horizons associated with deepwater,

particularly ultra-deepwater, and deep well developments make it less likely that an operator

~ will'abandon such projects in response to a short-term decline in oil or natural gas prices. We

believe that dayrates and utilization rates-for. new generatlon OSVs that serve the deepwater

~ and deep well markets-generally experience less volatility-compared to conventional 180" -

OSVs and are, therefore, generally less sensitive to short-term commodity price fluctuations.
" The Market for New Generat:on OSVs -

Complex exploration and production prOJects reqmre spemallzed equipment and hfgher :
volumes of supplies to.meet the more difficult operating environment associated with such:

“offshore developments. In order to better serve these projects and meet customer demands,
. new generation OSVs, including our entire OSV fleet, are designed with larger capacities,

including greater liquid mud'and dry bulk cement capacities, as well ag larger. areas of open -
deck space than conventional 180’ OSVs. These features are essential to the effective.
servicing of deepwater.drilling projects, which are often. dlstant from shore-based support . -
infrastructure, because they allow a vessel to make fewer trips to supply the liquid mud,
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drilling water, dry bulk cement and other needs of the customer. In addition, OSVs operating

in deepwater environments generally require dynamic positioning, or.anchorless station-
keeping capability, primarily because customers’ safety procedures preclude OSVs from tying
up to deepwater installations, and to enable continued operation in adverse weather
conditions.-We believe that conventional 180’ OSVs, substantially all of which fack dynamic
positioning capability and sufficient on-deck or below-deck cargo capacity, are not capable of
operating effectively or.economically in the deepwater market. In addition, certain ports have
draft or other logistical impediments, which limit the pool.of new generation vessels capable of
servicing such ports. Our proprietary vessels were designed to work under these shallow draft
and logistically demanding conditions. , . Lo

The capabilities and capacities of larger new generation OSVs have resulted in average -
utilization rates for these OSVs working in the GoM of approximately 95% since their ’
introduction in 1999, which spans two significant market downturns. In contrast, the average
utilization rate for the conventional 180’ OSV fleet over the same period has been '
approximately 64%, not taking into account cold-stacked conventional 180" OSVs. Additional

- utilization for-new generation OSVs has come from increasing demand for these vessels in
‘support of conventional shelf drilling projects. Moreover, during the same period, average
" dayrates for new generation OSVs were generally more than double the average dayrates of .
conventional 180’ OSVs. We believe that demand has outpaced the supply of new generation
OSVs in.the GoM, a-trend we expect to continue. We base our belief on the recentand
expected drilling activity in all sectors of the GoM and the observed departure of certain new
generation OSVs to domestic non-oilfield and foreign oilfield markets, after taking into.account
vessels currently. available-and vessels being constructed under announced construction
_ plans. Furthermore, although U.S.-flagged vessels operating in.overseas locations:may. be
" remobilized to the GoM, historically such remobilization of such vessels, including those of -
our competitors and our own hasbeen limited. e ' KL

. <:According to our analysis of. the industry and data compiled from various industry .
sources, including-the U.S. CoastGuard, we'recentiy estimated that as of December 31,
-~ 2006, the U.S.-flagged OSV fleet.in operation totaled-335 vessels, substantially ail of which
* are located in the GoM. Of this total, approximately 165, or 49%, are conventional 180’ OSVs
" that primarily operate on the Continental Shelf. The remaining 170 vessels are U.S. flagged, -
new generation OSVs, with 128 currently operating in the GoM. However, during mid-2002 to
. mid-2004, the most recently experienced soft market in the deepwater, we observed that
. these modern vessels increasingly migrated, at premium dayrates, to conventional drilling
environments, such as the U.S. Continéntal Shelf, Mexico and Trinidad. Of the conventional
. OSV fleet, a significant number are currently cold-stacked. Vessels that are cold-stacked
have generally been removed from active service by the operator due to lack of demand. In
© contrast, we believe there are no new ‘generation-OSVs currently cold-stacked.

' Our OSV Business _ . o

. We currently own and.operate a ﬂeet_‘ofu 25 new generation OSVs, which includes two
foreign-flagged AHTS vessels that primarily operate as supply vessels and for towing jack-up
rigs. We also have 13 additional new,gefieration OSVs now under construction. In addition,
we own and operate one fast supply vessel and we, own two coastwise sulfur tankers that are
.currently. undergoing conversion into MPSVs. Our logistics shore-base in Port Fourchon
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supports logistics requirements of our fleet as well as certain of our customers. In a series of
three newbuild programs; we engineered and supervised the construction of 17 of our. OSVs
expressly to meet the demands of deepwater regions and other complex drilling pro;ects
based on our proprretary designs.-Drawing from the vessel’ operatlng experience of our
in-house engineers, we work closely with potential charterers to design vessels specifi cally to
meet their anticipated needs. This'is particularly significant when the charterer will operate a
project that could have a duration of more than 20 years and require expenditures exceeding
$1 billion. Our 17 proprietary OSVs have'up to three times the dry bulk capacity and deck
space, two to ten times the liquid mud capacity and two to four times the deck tonnage
compared to conventional 180" OSVs. The advanced cargo handling systems-of our.
proprietary OSVs allow for dry bulk and liquid cargos to be loaded and unloaded three times
faster than conventional 180" OSVs, while the solid state controls of their engines typically
result in a 20% greater fuel efficiency than vessels powered by conventional engines. In
addition, our larger classes of proprietary.OSV: designs, designated by us as_our 240 ED and
265 classes, were designed, in part, to supply the substantially greater liquid mud volume and
other.cargo capacity required for ultra-deepwater drilling. Our newest design, the 250 EDF ..
class, is based on our highly successful 240 ED design modified to lengthen the vessel and
expand the propulsion package to achieve faster speeds. We believe that our customers’ _‘
recognition of:the superior capabilities of our proprietary OSVs has contributed to our ability to
achieve higher dayrates and utilization rates and increased overall operating cost efﬁmenmes
compared to our competltors whether operators of 180' conventlonal OSVs or new
generatlon vesseis - - -

All of our new generat:on OS8Vs are equrpped wrth dynamlc posrttonlng systems and
controllable-pitch thrusters, which allow our vessels to maintain position with minimal
variance, and state-of-the-art safety, emergency power fire alarm and fire suppression
systems and systems monitoring equipment. The unique hull design and integrated rudder -
and thruster system of our proprietary OSVs provide for a more maneuverable vessel. These
proprietary vessels also have double-bottomed and double-sided hulls that should minimize”
environmental impact in the event of vessel collisions or groundings, solid state controls that
minimize visible soot'and poIIutlng gases and zero discharge sewage and waste systems that
minimize the impact on'marine environments. In addition, our propnetary OSVs are elther fully -
SOLAS (Safety of Life at Sea) certifi ed or SOLAS ready. SOLAS is the international -
convention that regulates the technical characteristics of vessels for purposes of ensuring
international standards of safety for-vessels engaged in commerce between international
ports. These features aIIow us to market our propnetary OSVs for service in mternatlonal
markets

Our OSVs are capable of providing speciaity services in support of certain of our
customers, including well stimulation, remotely operated vehicles, or ROVs, used in oilfield
subsea construction and maintenance, underwater inspections, marine seismic operations,
and certain non-energy applications such as fiber optics cable installation, military work and -
containerized cargo transportation. Compared-to conventional 180° OSVs, our OSVs havé’
more deadweight capacity, deck space, and berthing accommodations, improved '
maneéuverability and greater fuel efficiency. We believe these characteristics strengthen
demand for our OSVs in specialty situations. The HOS Innovator, HOS Dominator, and HOS-
Pioneer currently provide ROV subsea construction and maintenance support services and
the BJ Bliie Ray provides, and the HOS Saylor will-soon provide, deepwater well stimulation
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support services. The BJ Blue Ray was the first U: S -flagged well stimulation vessel to.
receive the Ameérican. Bureau of Shipping WS and DPS2 class.notations: We believe the BJ
Blue Ray is one.of the most technologically sophisticated well stimulation vessels in the

“ world: In addition to the traditional energy-related market for our OSVs, we have also.
expenenced incréased demand for specialized non-energy-related uses, which has recently

. afforded.us the opportunlty to dlver5|fy the market for our vessels and further trghten supply in
the GoM Yo : ~u . : : .

In mld 2003 we acquired six 220' néw generation OSVs from Candy Marine Investment
Corporatron or Candy Fleet: These six- vessels complement our existing OSV fleet and have -
allowed us to expand our service offenngs to chents partlcularly those drilling wells on the
Contlnental Shelf*- St E . f ) : _

ln May 2004 we exermsed our optlon to purchase the HOS Hot‘shot a 165" new :
generatlon fast. supply vessel, from a domestic shipyard, after having baréboat chartered the -

~ vessel for, one year. This vessel is currently worklng under a Iong-term contract in. Memco and,
is expected to’ be sold in 2007

e
LT
1 -

ln January 2005 we. acqurred a new generation AHTS vessel froma’ pruvate owrier. Thrs

.. vessel, renamed. the HOS Saylor, was our first foreign-flagged vessel. In March 2005, we

~acquired the HOS Navegante, the sister vessel to the HOS Saylor, from an affiliate of the

private owner from-which the HOS Saylorwas acquired. The HOS Navegante, which is also ,

foreign-flagged, was: ptaced in service in June 2005. These strategic vesse! acquisitions
‘complement our.growing. market presence in international waters. While the HOS Saylor and
HOS Navegante each have anchor-handling capabilities and may be used for that purpose,
the,vessels are pnmanly being used as supply vessels: and for. towing jack-up rigs. The HOS
Saylor was recently awarded a five-year contract for deepwater well stimulation support

- services in Memco and WI|| soon be retrof tted for that purpose

'5'-., et K .,
- AR

In Novemberr2001 we purchased a coastw15e sulfur tanker the Energy Service 9001,.
forrnerly known as the M/V W.K. McWilliams, Jr. In the second quarter of 2005, we acquired
an identical second coastwise sulfur tanker, the M/V Benno'C. Schmidt. We are converting
these two vessels |nto 370 class MPSVs. Based on intérnal estimates, the total project cost to

'. acquire and convert the two vessels, prior to ‘construction period interest, with recent

5 modifi catlons is now expected to be at-least $150. 0 million in the aggregate We currently

" anticipate dellvery of the converted vessels during the first half of 2008. We believe that these

- MPSVs will be the Iargest 0OSVs.in the world, each with cargo carrying capacities of over .

10,000 deadwe:ght tons, including 30, OOO barrels of liquid mud. Each MPSV will have nearly
" three times the deadwelght and liquid 1 mud capacity of one of our 265 class new generation
OSvs and more than eight times the IIQUId mud capac:ty of one of our-200 class new :
generatlon OSVs..Our MPSV conversion program is based, in part on customer feedback |
and expressed demand’ fora Iarger moreé versatile, DP-2 vessel  capable of meeting the
evolving needs of the exploration, development and productlon llfe-cycle of an.ultra-
deepwater field. The hulls of these sister vessels, which were purpose-built for the specific
gravity of molten sulfur-as a cargo, make them uniquely suited to be converted into large
liquid mud carriers. This is especially important given the ever-mcreasung volumes of liquid
mud necessary. to spud an ultra deep well today, with some prolects requ:rrng as many as - -
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100,000 barrels of drilling fluid per spud. These!MPSVs will offer our customers multiplet
capabilities that we believe are well beyond those of any OSV offered or under construction
today. With these MPSVs, we will:have introduced a single vessel that can unlquely perform a
variety of spemalty services for which.customers’must:curréntly-usé several different types of .
vessels and/or semi- submersmle drilling rigs. In addition to tradrtsonal offshore supply vessel.
capabilities, these MPSVs can be modified to support offshore constructlon deepwater well” -
testing, subsea well intervention, ROV operatrons prpelme commtssronrng prpe haullng and o
flotel services, among others. . : S

) In September 2005 we announced Phase 1 of our fourth;OSV newburld program under
: WhICh we initially planned to build. an addltronal 20, 000 deadwerght tons. of new generatlon
OSV vessel capacity at an estimated cost ‘before: capltahzed construction penod mterest of
$170.0 million. However, Phase 1 has been deferred until more favorable shlpyard conditions
_materialize for. the construction of the. type of vessels contemptated under this phase in
-February 2006, we announced Phase 2, which wouild expand this newburld program’ to'build a
mix of 13 propnetary 240 ED and 250 EDF class, vessels The 250 EDF class adopts our

proprietary 240 ED desrgn with modlﬁcatrons that. allow for faster’ transit speeds a feature that -

customers have requested in markets that we serve Excludlng capitalized constructton _
period interest, the current estlmated cost of Phase 2 of our fourth OSV*newbuild program is
-approximately $305.0 million, in the agdregate. "We are: contractually.committed wrth two .
domestic shipyards for four 240 ED class'OSVs and nine 250 EDF class OSVs Th&'240 ED‘
and 250 EDF class OSVs to be constructed under Phase 2. of this newbuild- program are’
expected to be deIrvered by early 2010, with- the f rst vessel due |n early 2008 ;

e s

4
-

In December 2005 ‘we acquured for. approxlmately $5.0 m|II|on the Iease nghts for a
shore-base facility, formerly known as ASCO Magnolia and renamed HOS Port; located in
-Port Fourchon Louisiana. The facrlrty lease has eight'years remalnlng on its initial t&rm; with"
four additional fi ive-year renewal periods. This acqursrtlon further underscores ‘our Iong -term
" commitment to; and continued favorable outlock for the: GoM as our.primary operatlng -
market. HOS Port will not only support our existing osv fleet and customers’ |OgIStICS ~
requirements, but will also provide a'key logistics | base for our. 370 class MPSVs once they
are delivered. . R A | T
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. The followmg table provndes mformatlon as of February 15, 2007, regardung our fleet of
vessels that serve our OSV customers AN : "

. Offshore Supply Vessels

-

: - ‘Current , o
: . : . Service - . 7 Deadweight Brake
Name - Class " 'Function + Built (Acquired).  (longtons) Horsepower
. JOSVsid . - - ' ) Ce e
BJBlueRay........~...t.....1...., 265 © Well Stimulation  Nov 2001 . 3,756 6,700
. HOS Brimstone ......... e 265 Supply "~ Jun 2002 . 3,756 6,700
«i> HOS Stormridge ........... e 265 . Supply Aug 2002 3,756 . 6,700
HOS Sandstorm:,:. .. .......... S + 265 Supply Oct 2002 o 3,756 - 6,700
HOS Newbuitd #1° . e 250 EDF TBD T8D (1) . 2,950 est. 6,000 est.”
. HOS Newbuild #2 ... ................ 250 EDF TBD -- T8D (1) . 2,950 est. 6,000 est. *
’ HOS Newbuild #3 ................ ... 250EDF TBD TBD (1) - 2,950 est. 6,000 est.
S HOS Newbuild #4 . ...."..... P, 250 EDF TBD TBD (1} 2,950 est. 6,000 est.
HOS Newbuild #5 ..... e P 250 EDF TBD TBD(1) - . © 2950est. = B6,000est.%,.
. HOS Newbuild #6 ......:...... ....... 250EDF _ TBD TBD {1) y . . 2950est. * -6,000est. .
HOS Newbuilld #7 .5 ................. * 250EDF TBD ' TBD (1) © . 7 2,950 est. 6,000 est.
HOS Newbuild#8 ......... PP . 250 EDF* TBD T8D (1) 2,950 est. 6,000 est. -
HOS Newbuild#9 ...........:....... 250 EDF TBD TBD (1) . 2,950 est., 6,000 est.
HOS Newbuild #10 .................. 240ED TBD TBD (1) . 2,850 esl. 4,000 est.’
HOS Newbuild #11 . ... .. e 240ED- TBD TBD (1) - " 2,850 est. 4,000 est.
. HOSNewbuild#12 ... ...~.......... 240ED - TBD TBD (1) 2,850 est. , 4,000 est.
* HOS Newbdild #13 ....... P 240ED TBD TBD (1) 2,850 est. . - 4,000 est.
HOS Bluewater ..................... 240 ED Mllltary . Mar 2003 2,850 4,000
-HOS Gemstone .................. ... 240ED  Military - Jun'20037 2,850 4,000
HOS Graystone .. ..............ou.. 240 ED  Military . Sep 2003 2,850 .- 4,000
HOS Silverstar.. /. .... RN 240 ED  Military . " Jan 2004 2,850- 4,000
. HOSInnovater...................... 240E ROV Support (2) - Apr 2001 - . 2,380 4,500
» HOS Dominator . .......... e 240E ROV Support (2) Feb 2002 2,380 4,500
.. HOS Deepwater .................... -240 Supply Nov 1999 2,250 4,500
+HOS Cornerstone ... .. [P 240 . Supply | Mar 2000 2,250 4,500
CHOSExplorer ..ot ‘220 . Supply - Feb 1999 (Jun 2003) 1,607 3,900
HOSExpress ..............covvnn. 220 . Supply . . Sep 1998 (Jun 2003) 1,607 3,900
- HOS Pioneer .:......... s 220 " ROV.Support (2} Jun 2000 (Jun 2003} 1,607 ©. 4,200
“HOS Trader ....... e e 220 Supply .-~ Nov 1997 (Jun 2003) . 1,607 © 3,900
HOS Voyager ...............coonne 220 Supply May 1998 (Jun 2003) 1607 - 3,900 .
HOS Mariner ........... el 220 Supply - Sep 1999 (Aug 2003) 1,607 - 3,900 .1~
Z'HOS Crossfire ............ 0., 000 200 Supply ~ Nov 19398 1,750 . 4,000
HOSSuperH.....................1. 200 Supply . Jan 1999 1,750 4,000
. HOSBrigadoon ............... PP 200 Supply - Mar 1999 .1,750 - 4000
- HOS Thunderfoot ................... 200 Supply May 1999 1,750 4,000
" HOSDakota ............... U 200 Supply © - Jun 1999 1,750 . 4,000
MPSVs o N :
.., Enlergy Service 9001 " ............... 370 Multi-Purpose TBD (3) 10,300 (esty ..TBD
M/V Benno C. Schmidt . .............. 370 Multi-Purpose TBD (3) 10,300 (est) TBD
e AHTS '
.. HOSSaylor(4) .., ..o, . 240 Towing/Supply Oct 1999 (Jan 2005} 3,322 8,000
"l HOS Navegante 4yl e 240 Towing/Supply Jan 2000 (Mar 2005) 3,322 7.845
’ Fast Suppry Vessel: :
L HOSHotshot-..........vvviiae i 165 Fast Supply Apr 2003 (May 2004) 260 6,200
TBD—to be datermined
i (1) These vessels are currently being constructed under OSV newbuild program #4 with anuupated deliveries ranging from eaﬁy 2008 through
+Uer earty 2000 R .
’ (2) The térm “ROV" means remotely operated vehncle o Tt G

{3} These two coastwise sulfur tankers, which will be renamed tater, are currentry belng conveﬂed into 370 dass MPSVs and are sxpected to be
" ptaced in service during the first half of 2008. . 2

(4} We acquired the HOS Sayfor and the HOS Naveganre each a forelgn-ﬂagged AHTS vassel, in the first quarter of 2005. The HOS Navegan!e

. . and HOS Saylor are being used primarily for their OSV capabilities and for tomnng jack:up rigs. The HOS Saylor was recently awarded a five-
year well stimulation contract. After a’ retrof t'period In a shlpyard the HOS Saylor will commence service in Mexico as a well stimulation .

UL .. vessel.
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We have desngned and constructed five distinct classes of: proprretary OSVs and added a
sixth class, through the acquisitions of six OSVs from Candy Fleet, to meet the diverse needs
of the offshore oil and gas industry. Upon delivery of our 250 EDF class vessels and our

MPSVs, we will have expanded our OSV fleet offering to eight classes of OSVs. The following

table provides a comparison of certain specifications and capabilities of our existlng new
generatlon OSVs to conventlonal 180 OSVs o \

.
. T . - . ’

- ‘ Acquired .
i Our Proprietary Deslgn OSV Classes (1) 08Vs (3)
Conventional : k ' BEE
180" OSV (2) - 200 . 240 ° - 240E 240 ED 265 220
Size - e B L R
Class lengthi overall (ﬂ) ...... S 180 200 . 240 . 240 240 - - 285 . 220
B_reaqm ft) ool . 40 54 | 54 7, 54 54 60, . 46
Depth (L) ...oovovn.. .. . 14 8 . 18 18 20 2 47
. Maximum draft (ft.} .......... 12 13 13 3 145 16 13.7.
" . Deadweight {long tons) ... .. ... 950 - 1,750 - 2,250 - 2380 ° - 2850 - 3756 1,807
Clear deck area (sqg.ft):.... S 3,450 6,580 . 8,836 8,100 8100 = -9212. 5472
Capaclty ) ) te ' . :
Fuel capacny (gallons) 79,400 90,000 151,800 135,100 104,210 151,800 114,490
Fuel pumping rate (gallons per ' - L Y T . -
minute) ... ... YU . 215 . 580 - 550 550 550 500 - 380
Drill water capacity {gallons)... 120,000 . . 240,000 240,000 . 240,000 ° 311,000 413,000 99, 000
Dry bulk capacity (cu, ft.) ..... 4,000 7,000 . 8,400 8,400 6,000 10,800 8,040
Liquid mud capacny . o O
fbarrels) ...i...l......... © 1,200 -. 3,640 6.475 6475 . 8300 10,500, 2,955
Liquid mud pumping rate el . . e
{gallons per minute) .. ... ... 250 - 500 | 1,000 1,000 1,000 . 1,000 1,200
Potable water capacity ~ ~ " D :
(gallons) ............ SR 11,500 © 52,2007 52,200 52,200 30,400 20,430 26,800
Machinery ‘ ) ’ - e ‘ o ‘ .
Main engines (horsepower) ... 2250 4,000 - 4,000 4,000 © . 4,000 6,700 3,800
Auxiliaries (number) e L2 3 ., 3 .3 3 3 2.
- Total rating (kw) . ........ Lo 2000 750 750 7500 750 860 250
- Bow thruster (horsepower) : . .. L+ 325 800 . 1,600 -1.600 - 1,600 2,400 - 530
TypeofPitch. ............... . Fixed - .Controllable Controltable Conirollable Controllable Ceontrollable . Fixed* °
Stern thruster (horsepower) ... None - "300° U300 7 80O 800 1,600  ° 300
Type of Pitch ... 0.0 . ..... 3 e Controltable Controllable Controllable Controllable Controllable:  Fixed
Fira fighting (gallons per : T . T :
minute) ... .. U None 1,250 © ° 2,700 2,700 - 2,700 . 2,700 2,600
Dynamic posmomng (4) ...... ' None DPO, 1 DP1 DpP2 DP2 DP2,3 - DPO1
Crew Requirements o ‘ , i ' - _
Number of personnel (5) ...... 5 6 6 .- 7. 7. . 8 . 6

® {1} We now have two addmonal new proprietary classes of new generation vessels, the HOS 250 EDF class OSVs and-the HOS 370 class
MPSVs, under construction or conversion,

{2) Statistics are for a typical 180’ class vessel. Actual specifications’and capab:lllles may vary shghtly from vessel to vessel.

(3) Excludes the HOS Sayfor and the HOS Naveganra. which are foreign-flagged AHTS vessels, and the HOS Hotshot, ‘which is a fast supply
vessel.

- (4} "Dynamic positioning permits a vessel to maintain position without the use of anchors. The numbers *0,” “1," “2" and "3" refer to increasing

’ levels of tachnicat sophlshcatmn and system redundanty features.

(5} Regulatory manning requtrements dependmg on the sarvices provided, operelors may, and often do, man vessels with more crew than

. required by regulations.

- Additional mformatlon with respect to our OSV segment can be found in.Note 14 of our
consolldated financial statements.
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Tugs and Tank Barges
The Tug and Tank Barge Industry

- ‘Introduction. The domestic tank barge industry provides mariné transportation of crude
oil, petroleum products and petrochemicals by ocean-going tugs and tank barges and is'a -
critical link in the U.S. petroleum distribution chain. Petroleum products are transported in the
northeastern United States through a vast network of terminals, tankers and pipelines.
According to the EIA, approximately 240 million barrels of petroleum products were
transported in 2006 by tankers and tank barges along the East Coast. Additionally, the EIA
estimates that Puerto Rico, historically our other core area of TTB operation, consumes
234 thousand barrels of oil daily, or approximately 85 million barrels annually. Since Puerto .
Rico relies on imports to meet its energy needs, petroleum products are dellvered by tank
‘barge for transportation and electric power generatlon

Demand for TTB services in the northeastern United States is primarily driven by
populatlon growth; the strength of the U.S. economy, seasonal weather- patterns oil prices
and competition from alternate energy sources. Accordmg to the EIA, demand for petroleurmn’
products in the northeastern ‘United States is expected to increase approximately.1.1%
annually through 2011, which we belleve will generate steadily i mcreasmg demand for the
tank barge industry. :

The largest tank barge market in the northeastern United States is New York Harbor.
Imported petroleum products are primarily delivered to New York Harbor as it has the
capacity to receive products in cargo lots of 50,000 tons or more per tanker. By contrast, draft
limitations in most New England ports and drawbridge limitations in Boston and Portland, -
Maine limit the average cargo carrying capacity of direct imports intc many of the largest New
England ports to about 30, 000 tons per tanker. As a result, ships importing directly into New
England must frequently discharge in multiple ports or terminals or transfer cargos to tank *
barges. As existing single-hulled tankers are retired due to‘age or as mandated under OPA
90, they are typically replaced by larger tankers. These larger-sized tankers are being built to
facilitate the importation of ¢rude oil and petroleum products into the United States. According
to the EIA, over the last 20 years, importation of crude oil to the Northeast has grown at a
compounded annual rate of 1.7% whilé the volume of imported crude oil and petroleum
products is ‘expected to grow at a compound annual rate of 1.5% through 2025.

 As Iarger petroleum tankers are being built, we believe that direct dellvery into New York
Harbor will generate- incredsed tank barge demand for hghtermg services and further
shipment to-New England; the Hudson River and Long Island.

.Oif Pollution Act of 1990. OPA 90 mandates that all single-hulled tank vessels operating
in U.S. waters be removed:from petroleum transportation service according to a set time .
schedule. Data provided by a U.S. Coast Guard report dated September 2001 indicated that
5.5 million barrels of single-hulled tank barge capacity would be retired by 2005 and an
additional 3.5 million bafrels by 2010, as mandated by OPA-90. According to the report, this
represented on a cumulative basis as of each such retirement date, 32% and 52%,
respectively, of the total 17.2 million barrel smgte -hulled tank barge_capacity that existed in
2001.The following chart illustrates the capacity of tank vessels that has been or must be
removed from service from 2001 through 2015. We believe that, absent a substantial increase
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in the number of double-hulled vessels constructed in the industry or an increase in customer
preference for double-hulled vessels, this reduction in capacity, assuming steady demand,
may continue to favorably impact dayrates and utilization of the remalnlng smgle hulled tank
barges, including our own. ‘ .

Cumulative OPA 90 Phaselaut of Single-Hulled Tank Barge Capacity
- Capacity N . .
20,000

15,000
110,000

5,000 - -

Retiring Barrels {in thousands)

0
2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

Based on data contalned in the United States Coast Guard Report to Congress on the
Progress to Replace Single Huli Tank Vessels with Double Hull Tank Vessels dated
September 2001.. :

_ Addltlonally, OPA 90 requires that owners or operators of tankers operatlng in U.S.
“waters submit vessel spill response plans to the U.S. Coast Guard for approvatl and operate
according to the plans upon approval. Our vessel response plans have been approved by the
U.S. Coast Guard and all of our crew members are trained to comply with these guidelines.
For further dISCUSSIon of. OPA 90 see “—-—Env:ronmental and Other Governmental Regulatlon
below. ; :

1

' Our Tug and Tank Barge Business

We offer marine transportation, distribution and logistics services primarily in the -
northeastern United States, the GoM and Puerto Rico with our operating fleet of 13 ocean- _ .
going tugs and 18 ocean-going tank barges. In addition, we currently have three more ocean-
going tank barges under construction and four recently acquired tugs under retrofit. We
provide our services to major oil companies, refineries and oil traders. Generaliy, a tug and
tank barge work together as a “tow" to transport refined or bunker grade petroleum products.
Our tank barges carry petroleum products that are typically characterized as either “clean” or
“dirty". Clean products are primarily gasoline, home heating oil, diesel fuel and jet fuel. Dirty
products are mainly crude oils, residual crudes and feedstocks, heavy fuel oils and asphalts.

Our tuge.and tank barges serve the northeastern U.S. coast, primarily New Yo'rk- Harbor,
by transporting both clean and dirty petroleum products to and from refineries and distribution
terminals. Our tugs and tank barges él_so transport both clean and dirty petroleum products
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from refineries and d|str|but|on terminals in Puerto Rico to the’ ‘Puerto Ruco Electric Power
Authority and to utilities located on other Caribbean islands. In addition, we- provide ship

" lightering, bunkerlng and docking services in these markets and are well: positioned to provide

such services to the increasing number of new tankers that are too large to make direct
deliveries to distribution terminals and refineries. In addition, during 2005 and 2006, we
accessed a new market for our double-hulled barges by performing upstream services for our
OSV customers in the deepwater GoM :

: In mid- 2001 we acquired nine ocean-gomg tugs and nine ocean-goung tank barges from
the Spentonbush/Red Star Group, affiliated with Amerada Hess. As.part of the acquisition,
Amerada Hess entered into a.contract of affreightment, or. COA, with us for the period from
June 1, 2001 through March 31, 2006. We elected not to renew that COA, however, we -
entered into long-term time charters with Amerada Hess for two tank barges. The time
‘charters were effective upon the expiration of the COA on'March 31, 2006. Although we
considerably reduced the amount of cargo that we ‘transported on behalf'of Amerada Hess,

. following the expiration of our COA, we were able to successfully redeploy our TTB
_equipment that was previously dedicated to the Hess COA on time charter agreements with
-other customers-at attractive dayrates. We believe that the tank barge market is currently

"operatmg at or near. capacnty :

Durlng 2005 we completed constructlon of three 110,000-barrel barges, two 135,000-
. barrel barges and the retrofit of two 8,100 horsepower tugs. Under our first TTB newbuild
- program, the Energy 13501 and Energy 13502, 135,000-barrel double-hulled tank barges,
were placed in service on March 11, 2005 and December 1, 2005, respect:vety The Energy
11103, Energy 11104 and Energy 11105 110,000-barrel double hulled tank barges, were
placed in service on July 10, 2005, October 21, 2005 and December 29, 2005; respectively.

" Qur first TTB newbuild program has added new barrel-carrying capacity of 600,000 barrels in . -

the aggregate, more than replacing the 270, 000 barrels of aggregate barrel-carrying capacity
lost when we retired three of our single-hulled tank barges from service at the end of 2004, as
mandated by OPA 90. Notably, the Energy 8701, one of the previously retired tank barges,
was reactivated in October 2006 based on Coast Guard approval of an extended OPA 90

. retirement date, which’added back approximately 86,000 barrels to our capacny -During 2006,
" we completed the retrofit of two additional 6,100 horsepower tugs under the first TTB
,newbund program

. In September 2005, we announced the commencement of our second TTB newbuild
program. We have three double hulled barges with a total of 180,000 barrels of carrying -

capacity curréntly under construction at a domestic shipyard and four recently acquired 3,000

horsepower tugs currently being retrofi tted at another domestic shipyard. The cost for the
construction, acquisition and retrofit of these seven vessels is currently estimated to be -
approximately $70 million in the aggregate. All of the new vessels currently being constructed
or retrofitted under the second TTB newbuild program are expected to be delivered on
various dates throughout 2007. We continue to investigate our alternatives with regard to the
remaining 220,000 barrels of double-hulled tank barge newbuild capacuty ongnnally
contemp!ated to be constructed under this program.
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Currently six of our tank bargés are double-hulled and are not subject to OPA 90
‘retirement’ dates. Upon completion-of the three tank barges presently under construction
.under our sgcond TTB.newbuild:program, 50% of our tank barge fleet barrel-carrying capacity
will be double-hulled, up from 44%.today and 7% at the end of 2004. Ten of our 12. smg!e-
hulled tank barges are not required under OPA 90 to.be retired or double-hulled priorto
January 1; 2015. The two other single-hulled tank barges are requiredto be retired from "
service in 2009.-Based on the remaining lives.of the majority of our tank barge fleet-under
OPA 90 and our recent and pending construction programs, we believe we are well -
positioned to grow our customer base in the northeastern United States, as we believe a-large
. portion of-the industry’s capacity that was removed from service on January 1, 2005 has not

been replaced one-for-one, Ieavrng the market net under-supplled ! S :
The foIIownng tables provide |nformat|on as of February 15, 2007 regardlng the tugs and
tank barges that we own, as well as the three double-hulled tank barges now under '
constructlon and the four tugs currently being retroﬁtted - -

- Ocean-Going Tugs

Length

- Year

" Brake

’ Gross o
Name Tonnaga {feat}: . Bullt . Horsepower
Freedom Service ... ...... .. ...... . ...... 180 - 126 1982 6140
Liberty Service .....:... ...c...o oo 180 126 1982 " - 6,140 -
"Patriot Service ...t ... L 198 124 "1996. " - 6,140 =
.-Eagle Service. .. ..., ... o il ol 198 124 1986 - - 6,140
CaribeService ...................o i 194 111 1970 - 3,900
AttanticService . ........... ... o L 198 105 | 1978 3,900
-Brooklyn Service ........... . ... o0 198 105, 1975 3,900 .
" Gulf Service™ ... Lo e 198 126 : -1979 3,900°- -
ErieService(1) ......... .. .. ..o oL " .98 105 +1981 . - 3,620
Superior Service(1) .....:..0..... e - 98 105 1981 . 3,620 ¢
Tradewind Service ............... ... ....... 183 105, 1975 3,200
Spartan Service . ........ .o i 126 102 . 1978 _ 3,000
CHuron Service(1) ...« ... ool 98 105 ..-198t% ~ 3,000
Michigan Service(1) ... .. .o o il a8 105. -.1981- -© 3,000 : -
SeaService ........ ...t o oo 173 109 1975 - 2,820
"Bayridge Service .............. oo 194 100 1981 - 2,000
Stapleton Service ..., 146 78 1966 -+ 1530-

(1) In July 2006 we purchased four tugs from a private owner and renamed them the Erie Serwce Superior. Senace ‘Hiiron Sevice and Mrch.vgan
' Serwce Fcllowmg a ratrofit peried in a domestic shipyard, these vessels are expected to be placed in service on various datas. throughout

2007.
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Name * “*'

‘Ocean: Going’
Energy 13501 °

Energy 13502 .

- "Energy 11101
~ Energy 11102
. Energy 11103
Energy 11104
Energy-11105
Energy 8701
Energy 8001
‘Energy 7002
Energy 7001
Energy 6504
' ~Energy 6505,
Energy 6503
Energy 6502

s 'Energy 6506
. Energy 6507

" Energy 6508
Energy 5501
Energy. 2201-

TBD: To be determined

e

Tank Barges

. LY +2, ] . : - _"'

..... R T L I R A T RN

DH: OPA 90 tlmlt.etions are not apptleeble to these double-hutled vessels.

Cn .
. {1} Prior to January 1 of the year Indlcsted {except for the Energy 11101 for which the date is June 1, 2009 and the Enemy 11 102 for which the
date is December 31, 2009) eccordtng to OPA 90, the vessel must be refurblshied as a double hull or be retired from petroleum transpomatlon

‘Ocean-Going Tank Barges. . .

%0 " Length  Year  OPA90
Barrel Capacity {feet) Built Date(1)
135,380 450°° 2005 - DH’
135,380 . 450 2005  DH:
111,844 420. 1979 2009
111,844 420 1979 2009
112,269, - 390 2005 -, «DH7Z ,;
112,269 ° _ . 390. 2005 . :DH¥.”

- 112,289, 390 2005 - DH-ut
86,454 360 1976 ,- 2015 o
81,364 350 - 1996 - DH i;,; R
72,693 351 1971 2015 v Lt
72,016 300. 1977 2015-. .77 -

' 66,333 305 1958 - 2015 7
65,710 328 © 1978 2015 °
65,145 327 1988 2015
64,317 300 1980 ' 2015 -
63,875" 300 1974 2015 1 .
60,000 est. 360 est. TBD(2). DH K
60,000 est. - 360 est. TBD(2Z) DH “

60,000 est. 360 est. TBD(2). .
57,848 341 1969 2015-. ,;,%‘-
22,556 242 1923 2015 .

service in U.S. waters: For a discussion of OPA 90 see *—Environmental and Other Gevernmental Ragulation® below.

(2) Tha Enargy 6506, Energy 6507 and Energy 6508 ara 60 000- barrel double-hulted tenk barges currenﬂy under construction wlth enticlpeted :

i delivery on vanous dates throughout 2007. »t

-3

Addlttonal information with respect to our TTB segment can'be found'in Note 14 of olir~ %+

) consolldated t" ina

>

ncnal statements

' Our Competttlve Strengths :

Technologically Advanced Fleet of New Generatton OSVs
- advanced, new generation OSVs were designied with:the specn’ ications necessary for .- - ‘.'f.‘ S
-operations.in complex and challenging drilling environments, including deepwater, deepwell: =~ .
and other Ioglsttcally demanding projects. Such other projects include, among other things,.
~ the construction, maintenance and repair of offshore infrastructure. Our new generation OSVs - . . ¢, ..°
have srgmf cantly more capacity and operate more efficiently than conventional 180: O8Vs.. o

. While operators are especially concerned with a vessel's ability to avoid collisions with multi-

" million dollar drilling rigs or production platforms during adverse weather conditions, they are-

hesitant to stop operations under such.conditions due to the-high daily cost.of halting such ,
complex operations. Our proprietary vessels, tncludlng the MPSVs to be converted;s . °

R

5

et

- Our technologically

« o F

‘5 T
R .
LY.

incorporate sophisticated technologies and.are, desugned specifically to operate safely in -

complex exploration and production envuronments These technologies include dynamic -+~ * . - |
posmomng, roll'reduction systems and controllable pltch thrusters, which allow our. vessels to - :

15




-

-
2wl

malntam position wrth minimal variance, and our unlque cargo handllng systems which permit
high volume transfer rates of liquid mud and dry bulk. We believe that'we earn hlgher average
dayrates and maintain higher utilization rates than our competitors due to the superior
capabilities of our OSVs, our eight-year track record of safe and rellable performance and the
collaborative efforts of our in- -house engineering team in provndmg marine englneerlng

" solutions to our. customers .

Johes Act Qualified Fleet. AII but two of our vessets are Jones Act quallf ied. The Jones
Act prohlbtts vessels that are foreign built, foreign owned, foreign crewed or foreign flagged
from partlcrpatmg in the U.S. coastwise trade. Nearly all of the services provided by our
vesseéls, in both of our fleets, constitute coastwise trade as defined by the Jones Act.
Consequently, competrtlon for our services is largely restricted to other U.S. vessel owners
and operators

Young OSV Fleet with Lower Cost of Ownershrp We belreve that we operate one of the

‘ youngest fleets of U.S.-flagged OSVs. While the average age of the.conventional 180° U. S.-

flagged OSV fleet is approximately 27 years, the average age of our existing OSV fleetis
approximately six years..Based on our current fleet complement, once our 15 new vessels
now under construction or conversion are delivered, our average fleet age will be-even lower.

.. -Newer vessels generally experience less downtime and require significantly less maintenance

and scheduled drydocking costs conipared to older vessels. In addition, we believe that our
operation of new, technologicaily advanced QSVs gives us a competitive advantage in
-obtaining long-term contracts for our vessels and in attracting and retaining crews. Since we
accepted delivery of our first OSV in November 1998, the average utilization rate for our

" O8Vs has been approximately 93% based on a 365-day denominator. Accordlng to WorkBoat

magazine, the GoM industry average for conventional 180’ OSVs was appro>_<|m,ately 85%

* . over the'same time period, based on vessel days available for service..We expect that our.

- newer, Iarger faster and more cost-eff‘ment vessels will remain‘in high demand as
deepwater ultra- -deepwater and other complex and challenglng exploratlon development and
+ production activities continue to increase globally and as opportunities for military and other

o speCtaIty serwce contracts continue to present themselves.

Commrtment to Quahty, Heah‘h, Safety and the Envrronrrient. As part of our commitment
to Quality, Health, Safety and the Environment, we have voluntarily pursued and received
certifications that are not generally held by other companies in our industry. We are one of the

" few OSV companies operating in the GoM and internationally that is approved under the U.S.

*Coast _Guard’s Streamlined-Inspection Program in which we and the Coast Guard cooperate
‘to:develop training, inspection and compliance processes, with our personnel conducting -
perlodlc examinations of vesse! systems to the requirements of the vessels' Coast Guard

X . certifications, and taking corrective actions where necessary. Both of our pnncu:)al office

locations in Covington, Louisiana and Brooklyn, New York and.our field office.in Trinidad, as

- well.as all of our vessels in the OSV fleet and a majority of our vessels in the TTB fleet, are

. certified Under the International Safety Management Code, or ISM Code, developed:by the

o International Maritime Organization to provide internationally recognized standards for the-

- safe managemeént and operation of ships and for pollution prevention. We received ISO
- 14001:2004 certification for our environmental management system in 2006. Quality, Health,
Safety and Environmental Certifications are an increasingly important consideration for both

-, ~our OSV. and TTB customers due to the enwronmental and regulatory sensitivity assocrated
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* with offshore drilling and production activity and waterborne transportatlon of petroleum
products, respectively. We. believe that customers recognlze our commitment to safety and
that our strong reputatlon and performance history provnde us wrth a competrtlve advantage

Leading Market- Presence in Core Targel‘ Markets Our 23 u. S -flagged OSsVs' comprlse
-the second largest fleet of technologically advanced, new generatlon OSVs quallf ied for work
in the GoM. Currently, 16 of our 23 U.S.-flagged OSVs operate in that area’We also operate
three U.S.-flagged OSVs and one forelgn-ﬂagged AHTS offshore:Trinidad, which currently
represents the-largest market share:in that: region. We believe that we are the fourth largest *
tank barge transporter of petroleum products in New York Harbor, a market that has a falrly
' even distribution among the top five operators and. we operate one of the Iargest fleets of: tugs .
and tank barges for the transportation of petroleum products in Puerto Rico. We believe that
having scale in our selected markets benet" ts our customers and provudes us wrth operatlng
efficiencies. ' ;
. Successturr Track Record of Vessel Constructron and Acquisitions: -Our management
has significant naval architecture, mariné engineering and shipyard experience. We belreve
we are unlque in the role we play in the design.of our vessels and.the manner in WhICh we
work: closely with our contracted shrpyards in their constructron We typically source and
supply-many of the manufactured components (owner-furnlshed equrpment) compnsrng a:
large portion of the aggregate cost of a vessel, directly.from vendors rather than through the
shipyard. In.addition to substantial cost savings, we believe-our approach enables us to better
control the construction process, resulting in a.higher quality vesse! and an-enhanced’ level of
service from these vendors during the applrcable warranty penods Our company has -
designed its operations and management systems in contemplatlon of additional growth .
through new vessel construction and acqursmons To date, we'have: successfully completed
three proprietary OSV newburld programs’ |nvolvmg 17 new generatlon OSVs and one
proprietary TTB newbund program involving five ocean-gorng double-hulled tank barges. In
addition, our MPSV conversion program, our fourth OSV newbuild program, and our second .
TTB newbuild program are currently underway: To date, we have also successfully completed
and integrated multiple acquisitions.involving, 17 ocean gorng tugs and 13.ocean-going'tank
barges, two coastwise tankers, six 220’ new generatlon OSVs one 165’ fast supply vessel; -
and two forergn-ﬂagged AHTS vessels. P e

) Experrenced Management Team with Proven Track Record Our executrve

management team has an average of 22-years- of domestlc and |nternat|onal manne -'
transportation mdustry-related experience. We believe that our team has successfully
demonstrated its ability to grow our fleet through new constructlon and strategic acquisitions -
-and to secure profitable contracts for our vessels in both favorable and unfavorable market '
conditions. Moreover, our in-house englneenng team has signifi icant operating experience
that-enables us to more effectively design and manage our new vessel construction-+
'programs adapt our vessels for specialized purposes, oversee and manage the drydockrng
process.and provide custom marine engineering solutions to-our customers. We believe this
- will continue to result in a lower overall cost of ownership over the life of our vessels -
compared to our competltors as well @s a competitive advantage in securing contracts for our
vessels as the benefits of our. propnetary designs and in-house englneerlng capabllltles are
"recognlzed by our customers .




Our Strategy o,

App!y Exrstmg and Develop New Technologies to Meet our Customers Vessel Needs.
Our new generation OSVs and MPSVs, including those planned or under construction or
conversion, are designed to meet the higher capacity. and performance needs of our clients’
mcreasmgly more complex drnhng and production programs. In addition, our recently
delivered propnetary double-hulled tank barges, including those planned or under

' constructlon are designed to maximize transit.speed, improve cargo through put rates and

enhance crew safety features. Our new generation'OSVs are equipped with sophisticated
propulsmn and cargo handling systems dynamic positioning capabmttes and have larger
capacities than conventional 180" OSVs. We are committed to applying existing and
 developing new technologies to maintain a technologlcally advanced fleet that will enable us
to continue to provide a high level of customer service and meet the developing needs of our
customers for OSVs and ocean-going tugs and tank barges, as ‘well as other types of vessels
that complement our two business segments. Improvements in exploration and production
technologies have enabled operators to pursue larger scale, more complex drilling programs
in remote locations and under more challenging operating conditions. We believe that the
trend toward increasingly more complex projects will increase the demand for our :
technologlcally advanced fleet of new generation OSVs. Ol and natural gas-exploration and
development activity in these reglons has increased recently as a result of several factors,
including world-class exploration potential, improvements in exploration and production
technologies for.deepwater projects, and slowing or declining production from onshore and
shallow water fields. We believe that deepwater regions worldwide and deep well drilling on
the Continentat Shelf will continue to be active areas for exploratlon and development in the
foreseeable future, and that demand. for our OSVs, which are uniguely equipped to serve the.
current-and planned drilling programs in these markets, will continue to'be strong. We also
believe that some non-energy related uses for our OSVs, including military applications and
other specialty services,-may allow us to further diversify in additional markets. . -

Expand-Fleet Through Newbuilds and Strategic Acquisitions. We plan to expand our
fleet through construction of new vessels, including construction of new generation OSVs and
double:hulled tank barges, as market conditions warrant, through conversion and retrofitting
of existing vessels and through strategic acquisitions. Our current fleet expansion initiatives
include our MPSV conversion program, our second TTB newbuild program, and our fourth -
OSV newbuild program. The main determinants of the level and timing of incremental *
newbuild programs initiated by us in the future will be our assessment of the visible supply
and visible demand for our vessels and our receiving acceptable shipyard terms and
conditions. We intend to use our expertise and experience to evaluate the economics of, and
where appropriate, execute strategic acquisitions where the opportunity-exists to.expand our
service offerings in our core markets and create or enhance long-term customer relationships.
As of December 31, 2006, we have completed multiple acquisitions involving 45 vessels; and
constructed 17 proprietary OSVs and five proprietary doubte hulled tank barges-with 13 -
OSVs, three tank barges two MPSVs and four ocean-gomg tugs currently under constructlon
conversion or retrof t Co .

Pursue Opﬁmal. Mix of Long-Term and Short-Term Contracts. . We seek to balance our
portfolio of customer contracts by entering into both long-term and short-term charters: Long-
term charters, which contribute to higher utilization rates, provide us with more predictable
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cash flow. Some of our long-term charters-contain’annual dayrate escalation provisions.
Short-term charters provide the opportunity to. benef t from.increasing dayrates in favorable
‘market cycles butare also subject to the negatlve effect of declining.market cycles We plan
our mix of long- -term and short-term, or spot; market contracts with respect to our OSVs
based on anticipated market conditions. Our COA W|th Amerada Hess for the services of tugs
and tank barges in the northeastern United States' explred on March 31,.2006. Although we
. considerably reduced the. amount of-cargo transported for. Amerada Hess since the expiration
of the COA; we have successfully redeployed the barrel- carrymg capamty previously required
to serve the COA through other customers. We believe that the tank barge market in the
northeastern Unlted States is currently operatlng at or near full practical capamty This has
allowed us to drver5|fy our TTB customer base and geographic markets by exposing a greater
' portion of our fleet to currently favorable market conditions. Other than.the Amerada Hess
COA, our. other TTB contracts typlcally have been renewed annually over the last several
-years.: . - . ¥ '_._'ff. ) . . L
.. Build Upon Ffisting Customer Retationship's ‘We intend to-build upon existing customer

relationships-by expandmg the services we offer to those customers with diversified marine
transportation needs. Many mtegrated oil and gas companies require OSVs to support their
-exploration and productron activities and ocean-gomg tugs'and.tank barges to support their
refining, trading.and retail distribution activities. During.2005-and 2006, we were able to
‘access a new market application for our double-hulled tank barges by using them to support
- existing OSV customers for- upstream ‘services such as deepwater well testing in the GoM.
Moreover, many. of our- customers that conduct operations internationally have expressed
interest.in chartering our OSVs in such markets. We now have roughly 20% of our supply -
vessel fleet chartered for use in international markets, with four OSVs operating offshore .
Trinidad’ ‘and one OSV and one fast supply vessel offshore Mexrco -Qur management team -
has srgnlf cant mternatlonal expenence and WI|| continue to evaluate such opportunltles

-~

Optrmrze Tug and’ Tank Barge Operatrons Due to OPA 90 phase-out requrrements of
single-hulled barges the total barrel-carrying capacity of- exrstmg tank vessels transporting
- petroleum products domestically.is projected to decline from its.current level without.a
commensurate increase in newburldlngs and retrofittings. [n addition, the energy industry is -
. mcreasmgly outsourcing its marine transportation requirements and-focusing on safety and -
‘reliability as a‘key determinant in awarding new.business. We believe that these trends are
_improving the batance of supply and demand, resulting in improved tank’barge utilization and
dayrates. Notwrthstandlng the recent deployment of our T-TB equipment-to upstream
customers, these trends have recently allowed us to roughly double our operating, margln for ..
downstream work in this segment over year-ago | Ievels to a hlgher new: tevel that we believe is
sustaunable for the foreseeable future. :

Customers and CharterTerms S .

Major orl companles large independent oil and gas exploration, development and
production companies and large oil service companies constitute the majority of our
customers for our OSV services, while refining, marketing and trading companies constitute
the' majority of our customers for our TTB services. The percentage of revenues attributable - -
to a customer in any particular year depends on the level of oil and natural gas exploration,
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development and production activities undertaken or refined petroleum products of crude oil
transported by a particular customer,-the avaalabrlrty and suitability of our vessels for the
customer’s prolects or products and other factors, many of which are beyond our control: We
" enter into a variety of contract arrangements with our customers; mcludrng spot and time -
charters, COAs, consecutive voyage contracts and, occasionally, bareboat.charters. Our -

' * contracts are obtained through competitive bidding or, with established customers, through

negotiation. For the-year ended December 31, 2008, Amerada Hess.Corporation and Military
Sealift Command each accounted for more than 10% of our total revenues. For a dlscussron
. of significant customers in prlor periods, see Note 13 of the notes to our consolldated fi nanC|aI
statements. . S KR e o
;0 .’ . ' ) B ) cet :

Most of the contracts for our OSVs contain. earty termlnatlon optlons in favor of. the ;
- customer; however, some have early termination penalties designed to drscourage the

customers from exercising such options. Our tank barges have hlstorrcally operated.under - . .

time charters or COAs commensurate with market: conditions. However; since the
non-renewal of our five-year COA with Amerada Hess, which expired March 31, 2006, we
have been successful in shifting our entire TTB fleet to time charters Slnce we. commenced
operations, our OSVs have performed services for.more than 90 dlfferent customers and our*-
tugs and tank barges have performed services for more than 250 drfferent customers )
Because of the variety and number of customers historically using: the services of our. fleet,
and the approximate balance between supply. and demand in both the OSV. and TTB markets,
we believe that the loss of any one. customer would not have a material adverse effect on our
business. - B - .

Because of our successful proprietary newbuild.designs, charterers have.contacted us in
certain circumstances to construct vessels to meet their needs. In such circumstances; we
have generally contracted these specually des:gned vessels for three to five years; with.
renewal options, before construction is completed. Although we will deS|gn vessels to meet
the specific needs of a charterer, we ensure in our: design that customlzatlon does not
preclude efficient operation of these vessels for other customers for other purposes or |n
other situations. .

[

e

Competition

~We operatein a hlghty competitive industry including competitors wrth conventronal 180" .

0O8Vs, competitors with new generation OSVs and competitors in the TTB busiriess with both
singlé-hullled and double-hulled tank barges. Competition in the OSV and domestic ocean: -
gomg TTB segments of the marine transportation mdustry prlmanly mvolves factors such as:

+- quality and capability ‘of the vessels and crew members;
+ ability to meet the cu_stomer s schedule; b

. satety record, ’ o
« reputation; _ T E
+ price; and : , . B . ';
. experience. ' '
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AII but two of our 60 Vessele are:U.S. -ﬂagéed and.are ouallf ed under the Jones Act to

" engage in ‘domestic coastwise trade. The terms of the Jones Act restrict the ability of vessels.

that are not built | in the United States, documented under the laws of the United States and
controlled by U.S. citizens to engage in the coastwise trade in the United States and Puerto
Rico. See “ Enwronrnental and Other Governmental Regulatlon for a more detailed
discussion of the Jones ‘Act.. 2 - ’ :

We believe that only about 30% of the new generation OSVs currently operating in the
GoM are owned by publicly- -traded companies. We believe we operate the second largest -
fleet of new generatlon OSVsin the GoM,.and are the only publicly traded company with a
significant fleet of U.S.-flagged, new generation OSVs. In ,contrast, approximately 54% of the -
conventional- 180" OSVs operating:on the Continental. Shelf of the GoM are owned by publicly-
traded companies. We operate one of the largest tank barge fleets in Puerto Rico and believe
that we are the fourth Iargest transporter by tank barge of petroleurn products in New York
Harbor, a market that has a fairly even distribution among the top five competitors. All but one
of our direct compehtors in our segment of the TTB mdustry are privately held.

4. . .
H

" We do not ant|C|pate Slgnlﬁcant competutlon in the near term from plpellnes as an

" alternative method of petroleum product delivery in the northeastern United States or Puerto
"Rico. No pipelines are curréntly under construction that could provide significant competition

to tank barges in the northeastern United States or Puerto Rico, nor are any new pipelines
likely to be builtin the near future due to cost constraints and logistical and environmental
reqmrements

Although some of our prrncnpal competitors are larger and have greater financial
resources and; with respect to.OSVs, extensive mternatlonal operations, we believe that our
operatlng capabllmes and reputation enable us to compete effectively with other fleets in the
market areas in which we operate. In particular, we-believe that the relatlvely young age and
advanced features of our OSVS provide us with a competitive advantage. The ages of our
OSVs range from three years to nine years, while the average age of the industry's
conventional 180’ U.S -flagged OSV fleet is approximately 26 years. Retirement of older
vessels has already commenced and we believe that many more of these older vessels will
be retired in the next few years. The young age of our fleet, together with the advanced
capabilities of our vessels, position us to take advantage of the expanding deepwater, deep
well and other logistically demanding exploration and production projects in the GoM and

. around the world. In addition, our new generatlon OSVs are also increasingly in demand by

our customers for conventional shallow-water drilling projects because of the ability of our

. O8Vs to reduce overall offshore logistics costs for the customer through the vessels’ greater
" capacities and operating eff iciencies. We also compete with’ other operators of new

generation OSVs :

Enwronmental and Other Governmental Regulatlon

Our operations are significantly affected by a varlety of federal, state local and
international laws and regulations governing worker: health and safety and the manning,
construction and operation of vessels. Certain U.S. governmental agencies, including the

" Department of Homeland Security and agencies under its auspices (such as the U.S. Coast
Guard and the:U.S. Customs and.-Border Protection), the National Transportation Safety

Board, and the Maritime: Administration of the U.S. Department of Transportation, have
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jUFISdICthI"I over our. operations. In addltlon private industry organlzatlons such as the B
American Bureau of Shipping oversee aspects of our business. The U.S. ‘Coast.Guard and
the National Transportation Safety Board establish' safety criteria and are authorizéd.to .-
investigate vessel accidents.and recommend improved. safety standards, requirements, .
tonnage reqwrements and restrictions,. hull and shafting requurements and vessel -
documentation. Coast Guard regulations require that each of our vessels be drydocked for
mspectlon at least tW|ce wnthln a t' ive-year penod : - S

Under the Jones Act the pnwlege of transportlng merchandlse or passengers for hire |n
the coastwise trade in U S. domestic waters is restrlcted to only those vessels that are )

_ controlled by U.S. citizens and’ are-builtin and, documented under the Iaws of the'United

States. To engage in coastvwse trade, a corporatlon is not conS|dered a u. S. cmzen unless
among other thlngs e : " . -

+ the corporatlon is organrzed under the laws.of the Unlted States or of a state terntory '

or possessmn of the. Unlted States o

at Ieast 75% of the ownershrp of votlng mterests W|th respect to ltS capltal stock |s held' '
byUS cntizens . : o _ . L .

- the corporatlon S chlef executlve oﬁ" icer, preS|dent and chalrman of the board are U S _
citizens;and ... -, © . . L o

: .no more than a mmorlty of the number of d|rectors necessary to. constltute a quorum
for.the transactlon of business are non-U.S. cntrzens

| We meet all of the foregomg requrrements If we, should fa:l to comply wrth these ,"
requirements, our vessels would lose their efigibility to engage in coastvwse trade wrthm U S.
domestic waters To faclhtate comphance our certifi cate of mcorporatlon C

+ - limits ownershlp by non=U. S cmzens of any class of our capital stock (mcludmg our. ;
common stock) to 20% 80 that foreign ownershlp will not exceed the 25% permltted

: permlts wrthholdrng of d|V|dends and suspension of votlng rlghts W|th respect to any
~ shares held by non -U. S cmzens that exceed 20%; o

permits a stock certrﬂcatlon system W|th two types of certlflcates to ald tracklng of
ownership;- ., : . - . ,

.\_.

‘ " pérmits our board of dlrectors to. redeem any shares held by non- -U. S cmzens that
_ exceed 20% and ) T

: permlts our board of dlrectors 10 make such determlnatrons to ascertaln ownershlp
and |mplement such measures as reasonably may be necessary Ll L

_ Jones Act restrictions have been challenged by interests seeking to facmtate foreign
competition for coastwise trade. Historically, their, efforts have been defeated by large margins,
when considered by the U.S. Congress. Industry associations and participants actively
responded to and successfully defeatéd certain recent challenges involving the nature;.extent
and availability of lease-finance alternatives permitted by a 1996 amendment of the Jones.

| ‘ ‘ Act. Under the provisions of that amendment, certain foreign interests- operated and proposed

| to operate in the U.S. coastwise trade. in addition, in the interést of national defense, the

! Secretary of Homeland Security may suspend the citizen requirements of the Jones-Act. -
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Should. foreign competition be permitted to:enter the- U S. coastwise market to any srgnrf icant
extent, it could have an adverse effect on the U. S marrne mdustry and on us. :

Our operatlons are also subject toa varlety of federal state Iocal and. mternatlonal Iaws '
and regulations regardrng the discharge of materials into the environment or otherwise -
relating to environmental protection. The requirements of these laws and regulations:have
become more complex and stringent in recent years-and may, in. certain circumstances,

impose strict liability, rendering a company liable for environmental damages and remediation-

costs without regard to.negligence or fault on the part of such party: Aside-from possrbte
liability for damages and costs including natural: resource damages associated with.releases
of oil or hazardous matenals into'the envuronment such laws and.regulations may:expose us
to liability for the conditions caused by others or even acts of-ours that were in complrance
with.all applicable laws and regulations at the time such acts were performed Failure to .
comply with. applicable laws and regulations may result in the imposition-of administrative, - .
civil and criminal penalties, revocation of permits, issuance of corrective action orders and .
suspension or-termination of our operations. Moreover. it is possible that changes in the .
environmental laws, regulations or enforcement policies that impose additional or more
restrictive requirements or claims for damages to persons, property, natural resourcés or the
environment could result in substantial costs and liabilities to us. We believe that we are in
substantlal complrance wrth currently appllcable envrronmental Iaws and regulatlons s
OPA 90 and regulatlons promulgated’ pursuant thereto 1mpose a varrety ‘of regulatlons on
‘responsible parties” related to the prevention and/or reporting ‘of oil spllls and Ilabllrty for ‘
damages resulting from such spills. A “responsible’ party” includes the owner or operator of an
onshore facility, pipeline or vessel or the'lessee: or-permittee of the area 'in which an oﬁshore
facility is locatéd. OPA 90 assigns: ‘liability to each-responsible. party for oil removal costs and
. a variety of public and private damages. Under OPA 90, “tank vessels” of over 3,000 gross
tons that carry oil or other hazardous materials-in bulk as cafgo, a terrh, which includés our
tank barges, are subject to liability limits of the greater of $1,200 per gross ton of $10 milliori:™
For-any vessels, other than ‘tank vessels,” that are subject to OPA 90; the liability lifits are’
the greater of $600 per grass ton of $500,000. A party. cannot take advantage of irabllrty lrmrts
if the spill was-caused by gross negligence or wrliful m|sconduct or resulted from’ vuolatlon ofa
federal safety -construction or operating regutatlon In addrtron there are no Iiabrlrty Irmrts for
vessels carrying crude oil from a well situated on the Contrnentai Shelf If the party fails to -
report a spill or to cooperate fully in. the cleanup, the tlabrlrty Irmrts Irkewrse do not apply and
certain defenses may ‘not be avallable Moreover, OPA 90i rmposes on responsrble partles the
need for proof of financial responsrbrhty to cover at ieast some costs ina potentral sprII As’ L
. required, we have provided satisfactory ewdence of fi nanmal responsrbrlrty to the U. S Coast
Guard for aII of our vessels over 300 tons.

N _' . .. W

OPA 90 also imposes ongoing requirements on a responsuble party, rncludlng o

" preparedness and.prevention of oil spills, preparation of an oil spill.response plan and:proof of
financial responsibility (to cover at least some costs in a potential spill) for vessels in excess -
of 300 gross tons. We have engaged the National Reésponse Corporation to serve as our .
independent contractor for purposes of. providing stand-by oil spill response services inall -
geographical areas of our fleet operatrons In addmon our Oil Splll Response PIan has, been
approved by the U. S Coast Guard o S : .
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OPA 90 requires that all newly- bUIlt tank vessels used in the transportation of petroleum
products be built with double hulls and provides for a-phase-out period for existing single hull
vessels. We previously retired from service three single-hulled tank barges at the end of 2004
pursuant to OPA 90. One of the three single-hulled barges, the Energy 8701, returned to
- service during 2006 after a re-measurement conducted by the U'S. Coast Guard and
recertification extendlng its retirement-date.to 2015. Modifying or replacing existing vessels to
provide for double hulls will be required of. all tarik barges and tankers in the industry by the-
year 2015. We are in a favorable position concerning this provision because a significant
number of vessels in.our fleet of tank barges measure less than 5,000 gross tons. Vessels of
such tonnage may continue to operate without double hulls.through the year 2015. Under-
existing.legal requirements, therefore, we will be required to modify or retire from service only
. two of our existing single-huiled tank barges before 2015. However, 'if there are changes in
the law that accelerate the time frame for retirement of such vessels, or if customer policies or
preferences that mandate the use of double-hulled vessels become significantly more
prevalent, absent our implementation of a more aggressive replacement or newbuild program,
such changes in law or in customer mandates could adversely affect our results of operations
-and fi nanC|aI condition. ' : :

The Clean Water Acti |mposes strict controls on the dlscharge of poIIutants mto the _
navigable waters of the United States. The Clean Water Act also provides for civil, criminal -
and administrative penaltles for any unauthorized discharge of oil or other hazardous
substances in-reportable quantities and imposes substantial liability for the costs of removal
and remediation of an unauthorized discharge. Many states have laws that are analogous to,
the Clean Water Act and also require remediation of accidental releases of petroleum in
reportable quantities. Our OSVs routinely transport diesel fuel to offshore rigs and platforms
and also carry diesel fuel for their own use. Our OSVs also transport bulk chemical materials
used in drilling activities and liquid mud; which contain oil and oil by-products. In addition, our .
tank barges are specifically engaged to transport a variety of petroleum products. We .
maintain vesse! response plans as required by the Clean Water Act to address potential oil
and fuel spills. .

The Comprehenswe Enwronmental Response Compensation, and Liability Act of 1980,
also known as “CERCLA" or “Superfund,” and similar laws impose liability for releases of
hazardous substances into the envrronment CERCLA currently exempts crude oil from the
_def inition of hazardous, substances for purposes of the statute, but our operations may involve
‘the use or handling of other matérials that may be classified as hazardous substances.

- CERCLA assigns strict |IabI|Ity to each. respon5|ble party for all response and remediation

costs, as well as natural resource damages and thus we could be held liable for releases of
hazardous substances that resulted from operations by third- parties not under our control or
for releases associated with practlces performed by us or others that were standard in the
lndustry at the time.

" The Resourcé Conservation and Recovery Act regulates the generation, transportation,
storage, treatment and disposal of onshore hazardous and non-hazardous wastes-and
requires states to develop programs to ensure the safe disposal of wastes. We generate
non- -hazardous wastes and small quantities of hazardous wastes in connection with routine
" operations. We believée that all of the wastes that we generate are handled in all material
respects in compliance with the Resource Conservation and Recovery Act and analogous -
state statutes. '
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Lo _'_'regulate the release of offshore resources of-oil:and natural gas: Because our operatrons rely_
+, primarily on offshore oil and natural gas exploratlon development and production; if the »,

: materlal adverse effect on our flnanC|al condltlon and results of operatlons : -

i pollutlon |nC|dents our OSVs have $5 mllllon in pnmary rnsurance covérage for such? of'fshore
- poliutior’ |nC|dents ‘with an additional. $100 mitlion:i |n excess umbrella coverage:‘In; addltlon B

-management and operatron of ships and for pollutron preventlon In addition, our OSVs,

- . L . .,
ST . Do - . Lo+

In addition to laws and regulatrons affectlng us dlrectly, our operatlons are also ) _—
mﬂuenced by laws, regulatlons -and polrcres which: affect our customers dnlllng programs and RS
the 0|l and natural gas rndustry asa whole S - B . .

-\ B " l N » - - e e . -

The Outer Contrnental Shelf Lands Act gwes the federal government broad dlscretlon to

...'

government were to exermse its authorrty under the Outer Contmental Shelf Lands Act to

.....

_‘ T .‘.-‘

We currently have in place protect|on and mdemmty msurance that. sncludes coverage for

our tugs and tank barges have insurance coverage for oil spills with a coverage: l|m|t of $1‘ el
bl|||0n

o8

Both- of our principal office locations in Covmgton Loursrana and Brooklyn New York our v
field office in. Trinidad; as.well as all of the vessels in olr OSV fleet and.a‘majority of.our - : :
vessels in our. TT8 ﬂeet are certified to the standards of the ISM Code for the safe.

domestrcally and mternataonally, partlc:pate in the u.s. Coast Guard s Streamlmed Inspectron
Program (SIP), which ensures the overall readiness level of olr vessel Ilfesavmg and other
critical safety and emergency systems. We believe, that our voluntary attamment and 5

:{mamtenance of these certlf catlons and partlclpatlon in these programs. prowdes ewdence of

our commitment to operate in @ mannér that minimizes any rmpact on the envrronment from~
our fleet operat|ons : S U

e L

St
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RISK FACTORS

.e.‘" . * LS vt-\ 2 . N

Our, results of operatlons and f nancual condltlon can be adversely affected by numerous
; risks. You should carefully consider the risks described below as well as the other information
we have provided in-this. Annual Report on.Form 10-K. The risks described below are not the
: only ones we face. Addltlonal risks not presently known to us or that we. currently deem
_|mmater|al may also |mpa|r our busmess operatrons CTr T -

'rr o'~'

. * . volatility;

‘Demand for our osv servrces substantrally depends on the Ievel of actrvrty |n N
offshore oil and gas exploratlon, development and productlon s

The: tevel of offshore ail and gas exploratlon development and. productron actlvrty has

) hnstoncally been volatile and.is:likely to continue to.be so in the future. 1The level of activity.is .
. subject to’ Iarge fluctuations.in response to relatlvely minor changes ina vanety of factors that

~are beyond our control, mcludrng

. lprevallrng oil and natural gas pnces and expectatlons about future prices and price’

- the cost of offshore explorat|on for -and production and transportatlon of oil and
natural gas; - - N A

. "-worIdW|de demand for oﬂ and natural gas,

.consolldatron of orl and gas and oil service companies operatlng offshore

avarlablllty and rate of dlscovery of new orl and natural. gas reserves in offshore areas ,
Iocal and mternatronal polltlcal and economrc cond|t|ons and pohcres
e technologlcal advances affectlng energy productron and consumptlon

'weather conditions;_ - | '

. envrronmental regulatlon and

. the ability of oil and gas companies to generate or othenmse obtain funds for
. exploratron and productlon

We expect levels of oil and gas. exploratlon development and productlon actlvrty
to continue to be volatite and affect the demand for our OSVs .

A prolonged material downturn in oil and natural gas prices is lrkely tocausea .

- substantial decline in ‘expenditures for exploration, development and production activity, which

would Ilkely resultin a corresponding decline in the demand for OSVs and thus decrease the
utilization: and dayrates of our OSVs. Such decreases could have a material adverse effect on

. our financial condition and results of operations. Mareover, increases in oil and natural gas

prices and higher levels of expendrture by oil and gas companies for exploratlon

- development and productlon may not necessarlly result in increased demand for our OSVs

. ) _.-f
Increases in'the supply of vessels could decrease dayrates

" Certain of our competltors have announced-plans to construct new OSVs to be deployed .
in domestlc and foreign locatrons A remobllrzatlon to the GoM oilfield of U.S.-flagged OSVs
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'currently operating in other regions or in non-oah‘" eld applications would result in an increase in
SV capacity in-our primary market. Additionally, construction of double-hulled, ocean-going
tank barges in-sufficient size: and number to exceed the replacement of the single-hulled tank
barges that have been or still need to be retired under OPA 90 would create an mcrease in ..

" ocean-going tank barge capacuy Farther, a repeal, suspension or ‘'significant modification of
the Jones Act, or the administrative erosion of its benefits, permitting OSVs or tank barges.
that ‘are either foreign-flagged, foreigri-built, foreign-owned, forelgn-controlled or foreign--
operated to. .engage in the U.S. coastwise trade, would also result in an increase in capacrty

CAny i mcrease in the supply of OSVs, whether through new construction, refurbishment or

_ conversion of vessels from other uses, remobilization or changes i in Iaw orits appllcatlon
could not only-i increase competltlon for charters and lower utilization and dayrates which’

‘would adversely affect our revenues and profi tablllty but could also worsén the impact of any
downturn in oil and natural gas prices-on our results of.operations and fi nancial condition. -
Similarly; any increase in the supply of ocean-going tank barges, could not'only increase
competition for charters and lower utilization and dayrates, which could negatively affect our
revenues and proﬁtabrllty, but could also worsen the |mpact of any reduction in domestlc )
consumptlon of refined petroleum products or crude oil on our results of operatlons and oy
ﬂnancnal condmon :

Intense competatlon in our mdustry could reduce our profltablllty and market
share

Contracts for our OSVs and tank barges are generally awarded on an.intensely.
competitive basis. The most important factors determlnrng whether a contract will be awarded
. include: :

+ quality and capabrllty of the vessels and crew members;

« ability to meet the customer’s schedule

- safety record;

= reputation;

* price;and

. experience Do .

- Some of our competitors, lncludlng diversif ed multlnatlonal compames in the OSV
segment have substantlally greater financial resources and larger operating staffs than we
do. They may be better ableto compete in-making vessels available more quickly and
efficiently, meeting the customer's schedule and withstanding the effect of declines in
dayrates and utilization rates-They.may also be. better able to weather a downturn in the oil
and gas industry. As a result, we could lose customers and market share-to these _
_competitors. Some.of our competitors may also be willing to accept lower dayrates in order to

maintain utilization, which can have a negative impact upon dayrates and utilization in both-of
Aour market segments

The failure to successfully complete constructlon or conversion of our vessels: or
) repairs, mamtenance and routine drydockings on schedule and on‘budget andto . -
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utilize such vessels and the other vessels in our fleet at profitable levels could
adversely affect our financial condition and results of operations.

We have 13 new generation OSVs and three double-hulled, ocean-going tank barges
currently under construction, four ocean-going tugs being retrofitted and two coastwise sulfur
tankers currently undergoing conversion into MPSVs. We have also announced plans to
construct additional double-hulled tank barges and may plan to construct other such vessels
as market conditions warrant. We also routinely engage shipyards to drydock our vessels for
regulatory compliance and to provide repair and maintenance. Our construction pFOjeC'[S and
drydockings are subject to the risks of delay and cost overruns inherent in any large
construction project, including shortages of equipment, lack of shipyard avanlab|l|ty,

unforeseen engineering problems, work stoppages, weather interference, unantmpated cost .

increases, inability to obtain necessary certifications and approvals and shortages of .
materials or skilled labor. Significant delays could have a material adverse effect on
‘ant|C|pated contract commitments or anhmpated revenues with respect to vessels under

construction, conversion or for other drydockings. Further, significant cost overruns or delays -

for vessels under construction, conversion or retrofit not adequately protected by liquidated
damages provisions, in general could adversely affect our financial condition and results of

" operations. Moreover, customer demand for vessels currently under construction or
conversion may not be as strong as we presently anticipate, and our inability to obtain
.contracts on anticipated terms or at all may have a material adverse effect on our revenues
and profitability. In addition, our OSVs are typically chartered or hired to provide services to a
specified drilling rig. A delay in the availability of the drilling rig to our customer may have an
adverse impact on our utilization of the contracted vessel and thus on our fi nancial condition

and results of operations. Likewise, there are several deepwater- capable drilling rigs under

construction that, if delayed or cancelled, could adversely impact us.

If we are unable to acquire additional vessels or businesses and successfully
integrate them into our operations, our ability to grow may be limited.

We regularly consider possible acquisitions of single vessels, vessel fleets and
businesses that complement our existing operations to enable us to grow our business. We
can give no assurance that we will be able to identify desirable acquisition candidates or that
we will be successful in entering into definitive agreements or closing such acquisitions on
satisfactory terms. An inability to acquire additional vessels or businesses may limit our
growth potential. Even if we consummate an acquisition, we may be unable to integrate it into
our existing operations successfully or realize the-anticipated benefits of the acquisition. The .
process of integrating acquired operations into our own may result in unforeseen operating
difficulties, may require significant management attention and financial resources.

'Revenues from our TTB business could be adversely affected by a decline in
demand for domestic refined petroleum products and crude oil or a change in exustmg
methods of delivery in response to insufficient availability of TTB services and other -
conditions. .

A reduction in domestic consumption of refined petroleum products or crude oiI may
adversely affect the revenues of our TTB business and, therefore, our financial condition and
results.of operation. Weather conditions also affect demand for our TTB services. For ‘
example, a mild winter may reduce demand for heating oil in the northeastern United States.
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Moreover alternative methods of dellvery of refi ned petroleum products or crude oil may

. develop as a result of insufficient availability of TTB services, the cost of compliance with

homeland security, environmental regulations or-increased liabilities connected with the
transportation of refined petroleum products and crude oil. For example, long-haul
transportation of refined petroleum products and crude oil is generally less costly by pipeline
than by tank barge. While there are significant |mped|ments to building new pipelines, such as

_ high capital costs and environmental concerns, entmes may propose new pipeline

construction to meet demand for petroleum products. To thé extent new pipeline segments
are built or existing plpelmes converted to carry petroleum products, stich activity could have
an adverse effect on-our ability to compete in partlcular mMarkets. : -

The early termlnatlon of contracts on our vessels could have an adverse effect on
our operations. ,

‘Most of the long-term ¢ontracts for our vessels contain early termination options in favor
of the customer; however, some have early termination penaities or other provisions designed

. to discourage the customers from ‘exercising such optlons We cannot assure that our

customers would not choose to exercise their termmat|on rights in spite of sich penalties or
the threat of litigation with us. Until replacement of such’ business with other customers, any
termination could temporarily disrupt our business or otherwise adversety affect our financial
condition and results of operations. We mrght not be able to replace such business on
economrcally equivalent terms.

W’e are subject to complex. Iaws and regulations, mcludmg enwronmentat _
regulatlons, that can adversely affect the cost, manner or fea5|b|I|ty of. domg buslness

Increasingly stringent federal, ‘state, local and foreign laws and regulatlons governing

worker health and safety and the manning;. construction and operation of vessels signifi cantly '

affect olir. operations. Many aspects of the maririe industry are subject to extensive
governmentat regulation by the United States Coast Guard, the National Transportation

_ Safety Board and the United.States Customs ‘Service, and their foreign equivalents, and to

regulation by private industry orgaruzatlons such-as the American Bureau of Shipping. The
Coast Guard and thé National Transportation Safety Board set safety standards and are .
_authorized to investigate vessel accidents and recommend improved safety standards, while
" the Customs Service is- authorized to inspect vessels at will. Our operations are also subject
to federal, state, local and international law$ and regulations that control the discharge of '
pollutants into the. environment or otherwise relate to environmental protectlon -Compliance
with such laws, regulatlons and standards may require instatlation of costly equipment,

mcreased manning, or operational changes. While we endeavor to comply with all applicable .

laws, we might not and our failure to comply with apphcable laws and regulations may result

-"in administrative and civil penalties, criminal sanctions; |mp03|t|on of remedial obligations or.
. the suspension or termination of our operations.. Some environmental laws impose strict,

liability for remediation of spills and releases of oil and hazardous substances, which could
subject'us to liability without regard to whether we were negligent or at fault. These laws and
regulatlons may expose us to liability for the conduct of, or conditions caused by, others,
including charterers. Moreover, these laws and regulations could change in ways that
substantially increase costs that we may not be able to pass along to our customers. Any .
changes in laws, reguiations or standards that would impose additional requirements or

- restrictions could adversely affect our financial condltlon and results of operations.

29




. We are also subject to the Merchant Marine Act of 1936, whlch provides that, 'upon
proclamation by the President of a national emergency or a threat to the security of the .
national defense, the Secretary of Transportation may requisition or purchase any vessel or
other watercraft owned by United States citizens {which includes United States corporations),
including vessels under construction in the United States. If one of our OSVs, tugs or.tank
barges were purchased or requisitioned by the federal government under this law, we would
be entitled to be paid the fair market value of the vessel in the case of a purchase or, in the
case of a requisition, the fair market value of charter hire. However, if one of our tugs is
requisitioned or purchased and its associated tank barge is left idle, we would not be entitled
to receive any compensation for the lost revenues resulting from the idled barge. We would -
also not be entitled to be compensated for any consequential damages we suffer as a result
of the requisition or purchase of any of our OSVs, tugs or tank barges. The purchase or the
requisition for an extended period of time of one or more of our OSVs, tugs'or. tank barges
could adversely affect our results of operations and financial condltlon

Finally, we are subject to the Merchant Marlne Act of 1920, commonly referred to as the’
Jones Act, which requires that vessels engaged in coastwise trade to carry cargo between
U.S. ports be documented under the laws’of the United States and be controlled by U.S.
citizens. To ensure that we are determlned to be a U.S. citizen as defi ned under these laws,
our certificate of mcorporatron contains certain restrictions on the ownershlp of our capital
stock by non-U.S. citizens and establishes certain mechanisms to maintain compliance with-
these laws. If we are determined at any time not to be in compliance with these citizenship
requirements, our vessels would become ineligible to engage in the coastwise trade in U.S."
domestic waters, and our business and operating resuits would bé adversely affected. The
Jones Act's provisions restricting coastwise trade to vessels controlled by U.S. citizens have-
recently been circumvented by foreign interests that seek to engage in trade reserved for
vessels controlied by U.S. citizens and otherwise qualifying for coastwise trade. Legal
challenges against such actions are difficult, costly to pursue and are-of uncertain outcome.
To the extent such efforts are successful and foreign competition is permitted, such
competition could have a material adverse effect on domestic companies in the offshore
service vessel industry and on our financial condition and results of operations. In addition, in
the interest of national defense, the Secretary of Homeland Security is authorized to suspend
the coastwise trading restrictions imposed by the Jones Act on vessels not controlled by U.S..
citizens..Such a waiver was issued following Hurricane Katrina and was in effect on a
tem’pdrary basis for tank vessels that carried petroleum products. A more limited waiver
continues in exrstence for vessels that carry petroleum cargoes from the Strategic, Petroteum
Reserve. o : . - .

Our business involves many operatlng risks that may dlsrupt our busmess or
otherwise result in substantial losses, and insurance may be unavallable or lnadequate
to protect us agamst these risks. : :

Our vessels are subject to operatrng risks such as:
. catastrophrc marine dlsaster '

+ adverse weather and sea conditions; ‘

» mechanical failure;

» collisions or allisions;
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» giland hazardous substance spllls

. nav:gatlon errors
-+ . acts of God; and
~+. warand terrorrsm -

The oceurrence of any of these events may result in damage to or Ioss of our vessels
and their tow or cargo or other property and injury to passengers and personnel. If any of
these events were to occur, we could be exposed to liability for resulting:damages and
possible penalties, that pursuant to typical marine indemnity policies, we-must pay and then
seek reimbursement from our insurer. Affected vessels may also be removed from service
and thus be unavailable for income-generating activity. While we believe our insurance -

- coverage is at adequate levels and insures us against risks that are customary inthe industry,
we may be unable to renew such coverage in the future at commermally reasonable rates.
Moreover, existing or future’ coverage may not be sufficient to cover claims that may arise.
Finally, we do not maintain msurance for l_oss of income resulting from a marine casualty

.Our expansion into mternatlonal markets subjects us to risks lnherent in
conducting business |nternat|onally

. Over the past several years we have derived an mcreasang portlon of our revenues from
forelgn sources. We therefore face. risks inherent in conducting business internationally, such
as legal and governmental regulatory requurements potential vessel seizure or natlonallzatron
of assets, import-export quotas or other trade barriers, difficuities in collecting accounts
recelvable and longer collection penods polrtlcal and economic instability, kidnapping of or
assault on personnel adverse tax consequences difficulties and costs of staffing :nternatlonal
operations, currency exchange rate ﬂuctuatrons and language and cultural differences. All of
these risks are beyond our control and difficult to insure against. We cannot predlct the nature
and the likelihood of any such events If such an event should occuf, however, it could have a
material adverse effect on our ﬂnancral condmon and results of operatlons

Future results of operatlons depend on the long-term fi nancnal stablllty of our
customers - ' : g

4 < :

Many. of the contracts we enter into for our vessels are full utilization. contracts wuth initial

terms ranging from one to five years. We enter into these long-term’ contracts with our

customers based on a credit assessment at the time of execution. Qur financial condition in
any period may therefore depend on the long-term stability and creditworthiness of our

- customers. We can prowde no assurance that our customers will fulfill their obligations under

our long-term contracts and the insolvency or other failure of a customer to fulfill its

obligations under such contract could adversely affect our financial condltlon and results of

' operahons S

We may be unable to attract and retain quallt" ed skilled employees necessary to
operate our business. :

Our success depends in large part on our.aoility to attract and retain highly skilled and
qualified personnel. Our inability to hire, train and retain a sufficient number of qualified
employees could impair our ability to manage, maintain and grow our business.” . .
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in crewmg our vessels we require skilled employees who can perform physically .
demanding work. As.a fesult of the volatlhty of the oil and gas industry and the demanding
nature of the work, potentlal vessel employees may choose to pursue employment in fields
that offer a more desirable work environment at’ wage rates that.are competitive with ours.
With a reduced pool of workers it is possrble that we will have to raise wage rates to attract
workers-and to retaln our current employees such as occurred in 2006. If we' are. not able to
increase our service rates to our customers to compensate for wage-rate mcreases ‘our
financial condition and results of operatlons may be adversely affected. If we are Unable to-
recruit qualified personnel we may. not be able to JOperate our- vessels at fuII utlllzatlon which
would’ adversely affect our results of operattons o :

Our employees are covered by federal Iaws that may subject us to jOb related o
clalms in add|t|on to those prowded by state laws. S il

Some of our employees are covered by provrsrons of the Jones Act; the Death on the
High Seas Act and general maritimé law. These laws preempt state workers’ compensatlon ,
laws and permtt these employees and their representatlves to pursue actioris against,

' employers for job-related incidents in federal courts based on-tort theortes Because we are
‘not generally protected by the damage fimits lmposed by.state workers compensatlon
- statutes, we may have greater exposure for : any claims made by these’ employees

A

Our success depends on key members of our management the Ioss of whom
could disrupt our business operataons : :

We depend toa large extent on the efforts and contmued employment of our executlve
officers and key management personnel We do not malntaln key-man msurance .The loss of
services of one or more of our executive officers or key management personnel could have a,
negatlve |mpact on our ﬁnanmal condltlon and results of operations

Restnctrons contamed in the lndenture govermng our 6.125% Senior Notes due .
2014 andin the agreement governing our revolving credit facility may limit our abrlrty
to obtaln additional financing and to pursue other busmess opportunities. ,

Covenants contained i |n the mdenture governing our 6.125% Senior Notes due 2014 and~

in the agreement governing our revolving credit facility requlre us to. meet certain fi nanmal
tests, which may limit or othemnse restrict. _ - o Dl

PR L I

. our. ﬂeX|b|l|ty in operatlng plannlng for, and reacttng to changes in our busmess
o "our ablllty to daSpose of assets wrthstand current or future economlc or mdustry

* our ablllty to obtaln addltlonal fmancrng for workmg capltal capltal expendltures
including our, newburld programs acquisitions, general corporate and other purposes.v.

'
’

We have hlgh Ievels of flxed costs that will be lncurred regardtess of our level of
. business acttvrty = S : .

Our busmess has htgh fi xed costs, and downtime:or.low productrvrty due to reduced
demand, weather mterruptlons or-other causes can have a srgnlflcant negative" effect on our
operatmg results and financial condition. R = :
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If we are requiredto retlre our existing. smgle-hulled tank barges earlier than
anticipated due to elther regulatory or other reqmrements it could adversely affect our
business. ‘ - . .

OPA 90 requues that aII newly-built tank vessels used in the'transportation of petroleum
products be built.with double hulls and provides for a- phase-out period for emstlng single- -
hulled vessels. Modifying or replacing extstmg vessels to prowde for double hulls will be
required for- alt tank barges and tankers in the mdustry by.the year,2015. A significant number’
of vessels in our tank barge fleet measure less than 5,000 gross tons.,Under current law;-
certaln of our vessels may continue to operate without double huIIs through 2014 However if
,there are changes in the law that accelerate the time. frame for retlrement of such vessels, or

-if customer-policies or preferences that mandate the use of double-hulled vessels become
significantly more prevalent absent-our amplementatlon of a more aggresswe replacement or
newbuild program, such changes i in law or in customer mandates could adversely affect our
results of operatlons and financial condition. : : ‘
We may not have the. ablllty to ralse the funds necessary to settle conversion of
the 1.625% convertible senior notes orto purchase such notes upon a fundamental
. change or on other purchase dates as defined in the agreement and our future debt
.+ may contain. I|m|tat|ons on our ablllty to pay cash upon conversion-or repurchase of
,shares TR ST T w

Upon conversmn of the 1.625% convertlble senlor notes we may pay a settlement
amount in cash.and shares of our common. stock,.if any,. ‘based upon a 25 tradlng day
observatlon period. In addition, on. November 15 2013,_November 15, 2016 and
November 15, 2021, holders of the 1.625% convertlble senior notes may require us to

- purchase their notes for cash. We cannot assure you that we will have sufficient financial
resources,.or would be able to arrange fi nancmg to pay the settlement amount in cash, or the
puréhase pnce or, fundamental change purchase price for the 1.625%. convertlble senlor notes'
tendered by the holders in cash: - Further, our ablhty to pay the settlément amount in cash or
the purchase price or fundamental change purchase price for the 1.625% convertible senior
notes in cash may’ be. subject to Ilmltatlons in-our revolvmg credit facmty or any other
indebtedness we' may have inthe future. If the héldérs of the 1.625% convertlble senior notes
convert'such notes or require us:to- repurchase them, we.-may seek the cénsent of our lenders
or attempt to refinance the debt, but there can be no assurance that we will be able to doso.
Failure by us to pay the settlement amount upon conversmn or purchase the notes when

. required will result in an event of default with. respect to the notes WhICh may also result in
the. acceleratlon of our other mdebtedness -

-t

Our 'revenues and operating 'results m'ay'vary significantly. from ‘quarter to quarter
due to'a number of factors such as volatility in our vessel dayrates, changes in
utilization, vessel incidents and other unforeseen matters. Many of these factors that

may cause our actual financial results to vary from our pub_llcly disclosed earnings
gu1dance and forecasts are outside of our control. .

Our actual ﬁnanmal results might vary from those. ant|C|pated by us or by securities
) analysts and investors, and these variations could be material. From time to time we publicly
provide earnings or other forms of guidance, which reflect our predictions about future
dayrates, utilization, operating costs and capital structure, among other factors. These
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numerous assumptlons may be lmpacted by factors that are beyond our control and mlght not
turn out.to be correct..- . . . S A PEEEIN

We are susceptible to unexpected increases in operating expenses such as
materials and supphes, crew wages, maintenance and repairs, and insurance costs.

Many of our operatlng costs are unpredlctable and vary based on events beyond our
control. Qur gross margins will vary based on fluctuations in our operatnng costs. If our costs
increase or we encounter unforeseen costs, we may not be able to recover such costs from
our customers, which could adversely affect our fi nancual posmon results of operatlons and
cash flows.

The ‘convertible’ note hedge and warrant transactlons may affect the value of our
common stock.

In connection with the original issuance of the 1 625% convertible senior notes wé
entered into convertible note hedge and warrant transactions with counterparties that include
affiliates of the initial purchasers of the convertible senior notes.- The convertible note: hedge
transactions are expected to reduce the potential dilution upon conversion of such notes. -
However, if the warrants are.exercised, such exercise would mitigate some of that reduction.
In connection with these hedging and warrant transactions, such counterparties or their
affiliates may enter into, or may unwind, various derivatives and/or purchase or sell our
. common stock in secondary market transactlons (and are likely to do'so dunng any
observation penod related to a conver5|on of notes) :

The effect, if any, of these convertible noté hedge and warrant transactions or any of
these hedging activities on the market price of our common stock or the convertible senior
notes will depend in part on. market conditions and ¢annot be ascertained at this time, but any
of these activities could matenally and adversely affect the value of our common stock

The fundamental change purchase feature of the 1.625% convertlble senior notes
and provisions of our certificate of incorporation, bylaws, stockholder rights plan and
Delaware law may. delay or prevent an otherwnse beneficial takeover attempt of our
company. : .

‘The terms of the notes require us to purchase the.notes for cash in the event of a
fundamental change. A takeover of our company would trigger the requirement that we'
purchase the notes. Furthermore, our certificate of |ncorporat|on and bylaws, Delaware
corporations law, and our stockholder rights plan contain provisions that could have the effect
of making it more difficult for a third party to acquire, or discourage a third party from
attempting to acquire, control of us. These provisions could limit the price that investors might
be willing to pay in the future for shares of our common stock and may have the effect of
delaying or preventlng a takeover of our company that would otherwise be beneficial to
investors. , -




- ‘Operatlng Hazards and Insurance

.Conversion of the 1.625% convertible senior notes or exercise of the warrants' .. -
issued in the warrant transactions may dllute the ownershlp interest of exustmg
stockholders CeT

The conversion of the 1.625% convemble senlor notes or exerc:se of some or aII of the
warrants we issued in the warrant transactions may dilute the ownershlp interests of. e;ustmg
stockholders. Although the convertible note-hedge transactions-are expected to reduce -
potential diltition upon conversion of the 1.625% convertible senior notes, the warrant.
transactions could have a dilutive effect on our earnings per share to-the extent that the price
of our common stock exceeds the strike price.of the warrants. Any sales in the public market:
of our common stock issuable upon such conversion of the 1.625% convertible senior notes
-could adversely affect prevailing market prices of our common stock. In addition, the, . .
anticipated exercise of the warrants for shares of our common stock could depress the price .
of our common stock. - . e s

The operation of our vessels is subject to various rlsks such as catastrophlc manne
disaster, adverse weather conditions, mechanical failure, collision and.navigation errors, all.of .
‘which represent.a threat to personnel safety and to our vessels and cargo. We maintain .
insurance coverage that we consider. customary in the industry against certain of these nsks
including, as discussed above, $1 billion in poliution insurance for the TTB fleet and $105
million of pollution coverage for the-OSVs. We beheve that our current level of i insurance is .
adequate for our business and consistent with industry practice, and we have not expenenced -
a loss in excess of our policy limits. We may not be able to obtain insurance coverage in the -
future to cover all risks inherent in-our business, or insurance, if available, may be at- rates o !
that we do not consider to be commercially reasonable. In addition, as single-hulled tank .. | “
barges increase in age, insurers may be less willing to insure and customers less willing to
hire single-hulled vessels. The terms of our entry into-a mutual protection and indemnity.
association covering manne risks relatlng to our TTB business allows addltlonal premiums to,,
be called for from time to time, and paid.by. assomauon members in respect of unanticipated - '
reserve requurements of the assocratlon . o

Employees . - ; o

On December-31, 2006; we had 742 employees, |nclud|ng 583 operating personnel and
159 corporate, admmlstratlve and management personnel. None of our employees are o
represented by a union or employed pursuant to a collective bargaining agreement or similar -
arrangement. We have not experienced any strikes or work stoppages,.and our management.
beheves that we continue-to enjoy good relatlons with our employees :

Propertles :

- . . . . . - |

Our corporate headquarters are Iocated in Covmgton Lou|51ana Our prlmary oﬁ" ice lease K
covers 23,756 square feet and has an initial term of five years, which commenced in
September 2003, with two additional five-year renewal periods. In August 2005 and -
December 2005, we entered into agreements that increased our total office space by an oo
additional 5,500 square feet and 4,700 square feet, respéctively. We also hold a one-yéar - -
lease on 4,500-square-feet in a warehouse near our corporate-headquarters to maintain
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: spare parts inventory. To support our QSV operations in the GoM, we lease a shore base
facility in. Port Fourchon, Louisiana operated under the name HOS Port. Qur facility lease for
HOS Port, which commenced in December 2005, has an initial term of eight years with four
additional five- -year renewal periods. The base facility covers approximately 24 acres of land
and includes approximately 1,850 linear feet of dock space and 13,125 square feet of
warehouse and office space. For local support in Puerto Rico, we lease an office consisting of
approximately 1,900 square feet. To support our operations in the northeastern United States,
we lease office space and warehouse space in Brooklyn, New York, consisting of
approxrmately 66,760 square feet. We also Iease dock space, consisting of approximately
. 36,000 square feet, in Brooklyn, New York. We operate our TTB fleet from these New York
- facilities. The lease on our ‘Brooklyn facilities is currently scheduled to expire:in March 2007
- and we intend to.renew our lease for that facility prior to expiration. We believe that our

- facilities, mcludmg waterfront locations used for vessel dockage and certain vessel repair -

. work provide an adequate base of operations for the foreseeable future. Information :

. regardlng our fleet is set forth above in “—Offshore Supply Vessels—Qur OSV Business” and
o "-—Tugs and Tank Barges—OQur Tug and Tank Barge Business”.- -

Seasonahty of Busmess

z

. Demand for our OSV services is dlrectly affected by the Ievels of offshore drilling actrvrty

“ . Budgets of i many of our customers are based upon a calendar year, and demand for our - o

" services has hlstorlcally been stronger in the third and fourth calendar quarters when !

.. allocated budgets.are expended by our customers and weather conditions ‘are more favorable
- for offshore actlvrtles Many other factors, such as the expiration of drilling leases and the _
: supply of and derand for il and natural gas, may affect this general trend in any particular .

.. year. In. addrtlon we typically have an increase in demand for our OSVs to survey and reparr

offshore mfrastructure |mmed|ate|y foIIowmg major hurrlcanes in the GoM.

Tank barge services are srgnlf" cantly affected by the strength of the U S. economy,
changes in weather patterns and population growth that affect the oonsumptlon of and the -

. ""demand for refined petroleum products'and crude oil. The TTB market, in general, is marked

by steady demand over time, although such demand is seasonal and often dependent on

- weather conditions. Unseasonably mild winters result in significantly lower demand for
heatlng oil in the northeastern United States, which is a significant market for our TTB
“services. Conversely, the summer driving season can increase demand for automoblle fuel
: and, aooordmgly the demand for our services. :

; Availability of Rep_o'rts-, Certain Committee Charters and Other Information -

" Our website address is http://wvw.hornbeckoffshore.com/. We make available on this

~ website, free of charge, access to our Annual Repoﬂs on Form 10-K, Quarterly Reports on
Form 10-Q, Current Reports on Forim 8-K and amendments to those reports, as well as other
. documents that we file with, orfurnlsh to, the Commission pursuant to Sections 13(a) or 15(d)
. of the Exchange Act, as soon as reasonably practicable after such documents are filed with,
or furnished to, the‘Commlss;on You may read and copy any materials we file withthe
Commission at the Commission’s_Pu_inc Reference Room at 100 F Street, N.E., Washington,
DC-20549. You can obtain information on the operation of the Public Reference Room by
calling the Commission at 1-800-732-0330. The SEC maintains an Internet site that contains
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'reports proxy and information statements and other |nformat|on regarding issuers that file .
electronically with the Commission at http://www.sec. gov

"t

Qur Corporate Governance Gmdehnes Employee Code of Busmess Conduct and Eth:cs
(Whlch applies to all employees, including our Chief Executive Officer and-certain ~ "~ '
Financial and Accounting Officers), Board of Directors Code of Business Conduct and Ethlcs
and the charters for our Audit, Nominating/Corporate Governance and Compensatlon A
‘Committees, can all be found on the Investor Relations page of our website o
* (nhttp://www.hornbeckoffshore.com/) under “Corporate Governance”. We intend to disclose
any changes fo or waivers from the Employee Code of Business Conduct and Ethics that
would otherwise be required to be disclosed under Item 5.05 of Form 8-K on our website. We
will also provide printed copies of these materials to any stockholder upon requestto
Hornbeck Offshore Services.Inc., Attn: Chief Compliance Officer, 103 Northpark Boulevard,
Suite 300, Covington, Louisiana 70433. The information on our website is not, and shall not
be deemed to be, a part of this report or incorporated intc any other fi Ilngs we make with the
Commission.

item 3—Legal Proceedings

On January 18, 2007, Anthony Caiafa filed an action in the United States Dlstnct Court
for the Eastern District of Louisiana against Hornbeck Offshore-Sérvices, Inc. and Todd M.
Hornbeck, our Chairman of the Board, President, and Chief Executive Officer. On January 24,
2007, Thomas Schedler filed a similar action in the United States'District Court for the' ;
Eastern District of Louisiana against Hornbeck Offshore Services, Inc., Todd M. Hornbeck"
and James O. Harp, Jr., our-Executive Vice President and Chief Financial Officer. On
January 26, 2007, Michael D. Fontenelle filed another similar action in the United States
District Court for the Eastern District of Louisiana against Hornbéck Offshore- Services, Inc. -
and Todd M. Hornbeck. On February 8, 2007, Oakmont Capital Management LLC filed a
similar action in the United States District Court for the Eastern District of. Louisiana against
Hornbeck Offshore Services, Inc., Todd M. Hornbeck, James O. Harp, Jr."and Carl G.
Annessa, our Executive Vice President and Chief Operatmg Officer. These Iawsuzts purport to
_-be filed as'a class action on behalf of the plalntlffs and other similarly S|tuated purchasers of -
" _our securities from’November 1, 2006 to January 10, 2007 In their complaints, the. plalntlffs
allege that Hornbeck Offshore Servtces Inc. and the other defendants violated Section 10(b)
of the Securities Exchange Act of 1934, as amended, and Rule 10b-5 thereunder; by fi

allegedly making false and misleading statements, and/or by omitting to state material facts -

necessary to make the statements not ‘misleading, in connection with its forward earnings’
guidance and its January 10, 2007 announcement &f preliminary financial results for the -
fourth quarter of 2006 and the full year of 2006 that fell short of such gwdance and indicated
an anttcspated reduction in 2007-guidance. The Company and such officers- deny these
allegations and believe that these actions are without merit. We intend to defend these )

actions wgorously However,"we cannot predict whether we will prevail in the acttons or .

estimate the amount of damages that we might incur. We are also unable to estlmate any
reimbursement that we may receive from insurance policies in'the event that we incur any
damages or costs in connection with these actions.
Item 4—Submission of Matters to a Vote of Secufity_ Holders

"None. '
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. PART | B

Y :
item 5—Market for the Regrstrant’s Common Stock and Retated Stockholder Matters
S Our common stock $0 01 -par value 'trades on the' New York Stock Exchange or NYSE, '
under the tradlng symbot "HOS” The followmg table ‘sets forth for the quarterly penod

indicated, the high and, low sale prices for our common stock as reported by the NYSE durlng
. 2006 and 2005. . .. . . .

e _ ' 2006 , 2005

. i ‘ R High' Low “High =~ Low
First Quarter ... . ........... e e $40.73 $29. 66 " $26.14 '$18.10
* - SecondQuarter ... .o L0 $40.960 182044 0 $27.73 $20.10
- Third Quarter .45 e vedsoos. ‘83674 $29.62 0 $37.497 52681

Fourth Quarter T PP L. 838 72 _ $30.47 $36.89 $27.81

On January 31 2007 we had 174 holders of record of our common stock.

We have not prevrously dec!ared or paid, and we do nat plan to declare or pay in the
-foreseeable future any cash dividends on our common stock. We presently intend to retain all
_ of the cash our busnness generates to rneet our working capital reqmrements and fund future
* growth. Any future payment of cash dividends will depend upon the fi nanC|aI condition; capltat
requirements and earnings of our Company as well as other factors that our ‘Board of
Directors may deem relevant. In addition, the indenture governing our 6. 125% senior notes
and our revolvmg credut facility include restrictions on our ability to pay cash dividends on our
common stock. See Item 7 “Management's Discussion and Analysis of Financial Condltlon
and Results of Operatlons and.Note 6 of the notes to our consolidated financial statements -
for further discusswn . :

On November 13 2006 we completed a private offering of $250.0 million of our 1. 625%
] convertlble senror unsecured notes due 2026 or the convertible notes, ‘to “qualified
_ mstntutronal buyers pursuant to Rule 144A under the Securities Act. in connection with the. -
 sale of the ‘convertible notes, we entered into convertible. note hedge transactions with respect '
to our common stock with Jefferies Internatlonal Limited, Bear, Stearns International Limited
and AlG- FP Structured Finance (Cayman) Limited, or the dealers. Each of the-convertible
note hedge| transactions involves the purchase ‘of call options, or the call optlons with
) exermse prices equal to the conversion prlce of the convertible notes, and is mtended 1o lifriit
.exposure to dilution to the Company's stockholders upon the potential future conversion of .
- -the convertlble notes. The convertible note hedge transactions cover approxlmately the same.
number of shares of the Company’s . common stock underlymg the convertible notes, subject
to customary anta-dtlutlon adjustments at a strike price of approxrmately $48. .48 per share of
common stock . ‘ '

N H L L. . ~

We also entered into separate warrant ’transactions or warrants, whereby we sold to the
counterpartles warrants to acquire approximately the same number of shares of our common
stock underlying the convertible notes, subject to customary anti-dilution adjustments, ata_
strike price of $62.59 per share of common stock. On exercise of the warrants, we have the

- option to deliver cash or shares of our common stock equal to the difference between the
- .then market price and strike price. The issuance of the warrants and the underlying shares of
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our common stock issuable upon exercise of the warrants was not registered under the
Securities Act, and.the warrants and common stock issuable upon exercise of the warrants
cannot be offered or sold in'the United States absent. reglstratlon under the Securities-Act or
. an applicable exemptlon from such reglstratlon requirements. For more information regarding

this convertible note offering and convertible note hedge and warrant transactions, please
refer to the Liquidity and Capital Resources section.of Management s Discussion and
‘Analysis of Financial Condition and Results of Operations or Note 6 wuthln the consolidated
financial statements contained within this Annual Report on. Form 10-

.':'

;L :

|n connectlon with the issuance of the convertlble semor notes in November 2006 our
Board of Directors authortzed us to use up to 30% of the net proceeds from the convertible
senior note offerlng to repurchase shares of the Company's common stock

Total "~

Maximum

Number of * number of
Shares *Shares
Purchased that May
. - as Part of Yet be
‘ . , - Total . Average Publicly Purchased
L ST > -Numberof = Price Announced Under the
: . . . . Shares =~ Paid per Plans or Plans or
B _Period : . . Repurchased Share Programs Programs
" October 1-31,2006 . .............. S T - =
November 1-30,2006 . .......... T 1,795,100  $35.26 1,795100 . - —
) December 1-31,2006 .......... P S = $ — - —
e ’Total Shares Repurchased ............. - 795,100 §35.26 1,795,100 —

- See ltem 12 "Securlty Ownershlp of Certain Beneficial Owners and- Management and-
-Related Stockholder Matters” for information regarding shares of common stock authonzed

for issuance under our equity compensation plans.

4
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Item G—Selected Frnancral Data = . ‘ ' A.' T .

SELECTED HISTORICAL CONSOLIDATED FINANCIAL INFORMATION
(In thousands except operatmg and per share data)

Our selected historical consolldated t" nancral information as of and for. the penods ended
December 31, 2006, 2005,:2004, 2003 and 2002 was derived from our audited historical - -
consolidated F nancial statements prepared in-accordance with generally accepted accountlng
. principles, or GAAP. The data should be read in. COﬂjUnCtIOI'I with and is qualifiedin its entirety-
by reference to: “Management’s Dlscussron and Analysis of Financial Condition and Results
of Operations” and.our hrstorlcal consolldated financial stateménts and the notes to those
statements mcluded elsewhere |n this Annual. Report on Form 10-K.

e R . ’ ST Year Ended December 31 .
- ) 2006 2005 2004 - . 2003 . 2002
Statements of Operatlons Data: . SR '
Revenues ....... e P N $- 274 551 $ 182 586 $ 132,261 & 110,813 § 92585 | .-
Operating expenses . ... ... .. e e 95,591 2~ 66,910 58,520 48,805 36,337, -,
Depreciation and amortization ........ ...... e 32,021 ° - 27,270 23,135 17,590 12,296 ;

" General and administrative expenses ............. . 28,388 20,327 14,759 - 10,731 g.681 " .
Gain onsale of 88SetS .. . ... oo et 1,854 1,893 65 . 713 . 32 0
Operatingincome . ......co...o.oilly e ... "120,405 69,972 35912 36,400 | 34,303 Lo
Loss on early extmgurshment ofdebt.. ...0.... 0 .. ... . — 1698 . 22443 v —: - 1 — o
Interest income . ... .. e i oL 7T 18,074 3,178 356 178 667 -
Interest @XpensSe .............iiiiiaee e ... - 171875 12,558 17,698 18,523 16,207 Cor
Other income (loss} {1} ................ Ce e .. 70 87 © 70 {7} 23 7 .

- Income {loss) before income taxes . ....... [ 118,874 58,981 (3,803} 18,048 - 18,786 - KN
Income tax expense {benefit) ............ ... ... .. ... © 43,159 21,538 (1,320) 6,858 7,138 . - -
Netincome (loss) ................... RN TR IPUI 75,715 37,443 ~(2,483) , 11,190 . 11,647 .:

Per Share Data: ' , . : E e o
Basic net income (loss) ................. S § 281 & 167 % (0.13) & 084 $ - 096 . -
Diluted netincome (loss) ..., oovviaonnni e % 276 8 1.64 '§ (013) % 082 $.7 0984 o

- Weighted average basic shares outstandmg .......... ..: 26,966 22,369 19,330.- , 13,397'--;,. . 12,098 '

" Weighted average diluted shares outstanding(2) .. ... .. " 27 461 - 22,837 19,330 13,604 T 12,428

. Balance Sheet Data (at period end): T S S ) .7 .
Cash and cash equivalents .. ... S $ 4?4.261< $ 271,739 $ 54301 % 12899 % 22,228 .
Working capital . ............0 489,261 290,471 52,556 - 17,698 22,265 v

- Property, plant, and equipment, net......... e 531,951~ 462,041 361,219 © 318,715 = 226,232 .
Total assets ............ T R e 1,098,380 . 796,675 -460,571 365,242, © 278,290
Total short-termdebt (3) ..... - S PP = . — 15449 — — LT
Total long-term debt{d) ............... EIR A 549,497 299449 - 225000 ° 212677 172,306 i
Total stockholders’ equity ...............s ! e . 454873 = 429485 182,904 T 112,395 71876
Statement of Cash Flows Data:. - . . . ] )

Net cash provided by (used in): . .,
Operating activities
. Investing activities

. $ 131,790 $ 75806 $ 21405 § 25499 |$ 24,955
(87,138)  (120,617)  (61,378)  (98,166)  (55,771)

. Financing activities -.. 157,797 262,202 81,358 63,322 (159) .
Other Financial Data (unaudrted) - -
EBITDA({S) ...... L L $ 152,496 & 95631 $ 36674 § 53983 § 46,622
Capital expenditures ........:..... e e . 91,212 . . 124,964 61,378 . 105816 -* 55771
~ Other Operating Data (unaudited) o : . ' - o oL :
Offshore Supply Vessels: : - ) ' C . an
Average number (B} ................... e 25.0 246 228 17.3 L
Average fleet capacity (deadweight) ... .. .. e 59,042 57658 . 51938 41312 25,006
Average vessel capacity (deadweight) . ... ... ... 2,362 2,341 2,274 2,353 -2208
Average utilizatiohrate (7) ... ..........0....... " © 90.3% - . 96.2% ‘87.5%. - 88.6% - 94.9%
Averagedayrate (8) ... .......... ..o el .- % 19380 3 13413 .3 10,154 .$. 10,940 §- 12,176
Effective dayrate(9) ......... ... ..o, "$ 17500 $ 12903 -$ 8885 $§ 9603 § 11585
Tugs and Tank Barges: ' ’ S i C
Average number of tank barges (10} .............. . 178 146 - - 160 - - 159 16.0
Average fleet capaCIty (barrels)(10) ............... 1,488,177 ' 1,072,075 ' -1,156,330 - 1,145,064 1,130,727
Average barge size (barrefs) ...:... .. P 84,267 . T1.851 72271 72,082 . 70,670,
Average utilizationrata {(7) .................... U 927% . B71% B22% -.. "7 73.6% 78.1%
Average dayrate (1) ............... e $ 18064 $ 13542 % 11620 § 10971 § 9,499
Effeclwe dayrate (9):............ SN PR $ 16745 % 11795 § 9552 % 8,075..8. 7419
S 4D R L,
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Yy Represents other operating incomae and expenses |nc|ud|ng equlty m income from |nvestments and forelgn currency transactron gains or

’ losses. . - T

(2) Far the years ended December 31, 2006, 2005 and 2004 stock options represenhng nghts to acqurre 323 42 and 273 shares respectrvely of

- common stock were excluded from the calculatlon of diluted eammgs per. share because the effect was antidilutive. Stock oplions are
' antldrluuve when the results from operations are a net loss or when tha exercise pnce of the optaons is greater than the average market price

of the common stock for the period. L. T ~

Represents the remam:ng balance of approxlmately $15 500 in aggregate pnnclpal amount of our 10 625% semor notes due 2008 that were

redeemad on January 14, 2005 and excludes onglnal issue discount assomated with our 10 625% senior notes in the amount of $97 as of

December 31, 2004, .

Excludes ongmal issue discount assocnated with our 6. 125% senior notes in the amount of $503 and $551 as of December 31 2006 and

2005, respectively.. Excludes ongmal issue dlscount assoCiated with our 10, 625% samor notes in the amount of §2,323 and $2,694 as of

-~

s

o

-Detember 31, 2003 and 2002, respectwely The amount as of December 31, 2003 includes $40.000 outstandmg under our long-term, .

' revol\nng credit facility.
(5} See our discussion of EBITDA asa non-GAAP financial measure immediately following these footnotes.

.{6) We owned 25 OSVs at December 31 2006, The HOS Seyfor and HOS Naveganie were acquired in January 2005 and March 2005,

. respecuvely : .

" {7) -Wlilization rates are average rates based on a 365- day year Vessels are oon5|dered ulitized when they are generating revenues.
; (8) Average dayrates represent average revenue per. day, whnch mcludes charter hire and brokerage revenus, based on the number of days

. during the period that the OSVs generated revenue., - '

B {9) Effective dayrate represents the average dayrate mult|pl|ed by the average utilization rale
-(10) The averages for the year ended Decefmber 31, 2003 give effect to our sale of the Energy 5502 on January 28, 2003 and cur acqursmon of the
© * Energy 8001 on February 28, 2003. As of December 31, 2004, our TTB fleet consisted of 16 vessels, of which three tank barges were retired

" “from sarvice by the end of 2004. The averages for the year ended December 31, 2005 reflect the, delwery of five double-hulled tank. barges
under our-first newbuild program, including iwo 135,000-barre! double;hulled tank barges in March' 2005 "and December 2005 and three
110,000-barrel double-hulled tank barges in Juty 2005 October 2005 and December 2005, respectlvely We owned 18 tank barges at
Decernber 31, 2006, which includes the Energy 8701, a pre\nously retired tank barge that was reactivated in October 2006 Tollowing a U.S.
Coast Guard approved extensuon of its retlrement date to 2015

(11) Average dayrales represent. averaga revenue per. day.;lncludmg time charters, brokerage revenue‘ revenues generated on.a per- barrel- )

transported basis, demurrage, shrpdockmg and fuel surchrarge revenue, based on the number of days during the period that the tank barges
. generated ravénue. For purposes of brokerage arrangements. this calculatron excludes that portion of revenue that is equal to the cost of
in- chartenng thtrd party equlpment paid by customers ” [

N 1
’ -

. ) r;‘ . . . . -
Non- GAAP Fmancnal Measures R E -
We dlsclose and dISCUSS EBITDA as a.non-GAAP fnancral measure in our publlc

releases, |nclud|ng quarterly earnmgs releases mvestor conference’ calls and other flmgs

with the Commission. We define EBITDA as’ earnmgs (net income) before’ mterest income
taxes, depreciation and amortrzatron Our measure of EBITDA may not be comparable to
similarly titled measures presented by other companies. Other companles may calculate
EBITDA dlfferently than we do; wh|ch may. limit thelr usefulness as comparatlve measures.

‘We view, EBITDA pnmanly asa, ||qU|d|ty measure and, as such, we betleve that- the

GAAP financial measure most directly comparable to this measure is cash ﬂows provided by
; operatlng activities. Because EBITDA is:not a-measure of: f nancrat performance calculated in

accordance ‘with GAAP, it should not be con3|dered in.isolation or,as a substltute for
operating income, net income or loss,.cash flows provrded by operating, mvestmg -and .

.financing activities, or other income or cash ﬂow statement data prepared |n acoordance with . g

GAAP

EBITDA is wudely used by mvestors and other users’ of our f nancial statements asa
supplemental financial measure that when vrewed W|th our GAAP results and the _
accompanymg reconciliation, we belleve prowdes add|t|onal information that is useful to, gain
an. understandmg of the;factors and trends affecting.our. abllrty to service, debt, pay. deferred
‘taxes: and.fund-drydocking charges and. other mainténance. capltal expendltures We also -
belleve the disclosure.of EBITDA helps mvestors meamngfully evaluate and compare our:

cash flow generatrng capacrty from quarter to quarter and yearuto year.

IR PR .
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EBITDA is also a financial metric used by management (jasa supplemental internal
~measure for planmng .and forecastrng overall expectations and for evaluating actual results
_.against such expectations; (i) as a srgnrf icant criteria for annual incentive cash bonuses paid”
to our executive officers and other shoré-based employees; (iii) to compare to the EBITDA of
other companies when evaluating potential acquisitions; and (iv)-to assess our ability to-
service existing fixed charges and incur addltlonal indebtedness. .

The foIIowmg table. prowdes the detailed components of EBITDA as we define that term

: for the years ended December 31, 2006, 2005,

2004, 2003 and 2002, respectlvely (in

thousands) Information for years prior to 2006 has been reclassn‘" ed to conform to the 2006

presentation.

Components of EBITDA:
Net income (Ioss)
Interest, net:

. -Debt obligations

........................

Interestincome .............. e )

Total interest, net

Income tax expense (benefit)
- Depreciation
Amortization -

- EBITDA

Year Endad December 31,

2002 -

' 2006 2005‘ 2004 ) 2003

$ 75715 $37443 $ (2,483) $11 190° $11,647
17.675 12,558 17,698 18,523 - 16,207
(16,074) (3,178) - (356)  (178)  (667)
4,601 9,380 *17.342 18,345 . 15,540
43,159 - 21,538  (1,320) 6,858 - 7,139
24,070 .° 19,954 17,408 14,393 ' 10,351
7951 7,316 5727 3,197 1,945

$152,496 $95,631

$36,674 §53,983 $46,622

The following table reconciles EBITDA to cash flows provided by operating ectivities for
the years ended December 31, 2006 2005, 2004, 2003 and 2002, respectrvely (in

1

thousands)

- EBITDA Reconcllratlon to GAAP

EBITDA . oo

Cash pald for deferred drydocklng charges
Cash paid for interest
Cash paid for taxes
. Changes in working capital
. Stock-based compensation expense
Loss on early extinguishment of debt
Changes in other, net )

Cash flows provided by operating,activities .

'_‘ - : Year Ended Decamber 31.
2006 2005 + .. 2004 - 2003

2002

$152,496-$ 95,631 '$ 36,674 $ 53,983 § 46,622

(12,881) -(6,827)- (8,530) . (6,100) (2.409)
(18,537) °(17,888) (24,023) . (19,718) -(19,075)
(1,398) ~—p  — o —. —
. 8,591, 5,139 . (4,960) .- (1,993) . (460)
.5,196 — . = —_ —_

— 1,698 22,443 — —
(1,677)  (1,947) . (199)-  (673) 277

$131,790 $ 75,808 § 21,4_05 $25499 § 24,955

‘In addltlon we also make certam adjustments to EBITDA for Ioss on early
extinguishment of debt, stock-based: compensatlon expense and intérest i income to compute
ratios used in certain'financial covenants of our revolvmg credit facility with various lenders.
We believe that thesé ratios are a material component of certaln financial covenants in such
credit agreements and failure to comply with the fi nancial covenants could result in the
acceleratron of indebtedness or the imposition of restrictions on’our financial flexrbrllty

2 ] .




* The following table provides the detailed adjustments to EBITDA, as defined in our :
revolving credit facility for the years ended December 31, 20086, 2005, 2004, 2003 and 2002
‘respectlvely (|n thousands) R S , ) o

Adjustments to EBITDA for Computatlon of Flnancral Ratios Used |n Debt Covenants )

-t : Year Ended Decamber 31

R TR AV 2006 . 2005 . 2004  2003. 2002
Loss o early extinguishment of debt ... ... ......... . % — $1698 $22443 $—.- $—
_Stock-based compensation expense..._ Civaeeiie.ean.. - 5,196 —. —_— - —.‘

Interestincome ........... e 16,074 3,178 356 178

Set forth below are the material limitations assocuated wath usrng EBtTDA asa o
non- GAAP fi nancral ‘measure compared to cash flows provided by operatlng activities.

« EBITDA does not reflect the future capital expenditure requ:rements that' may be
' 'necessary to replace our existing vessels as a resu|t of normal wear and tear, )

+ EBITDA does not reflect the interest, future pruncrpal payments S'and Gther fi inancing-
- related charges necessary.to service the debt that we have incurred in acqurrmg and
constructing our vessels, . . o I

e EBITDA does not reflect the deferred mcome taxes that we ‘wil eventually have to pay,
once we are no Ionger in an overall tax net operatlng loss carryforward posmon and

: . EBITDA does not reﬂect changes m our net workmg capital position. . -

Management compensates for the above- descnbed Ilmltatrons in using EBlTDA asa
non- GAAP ﬁnanmal measure by only usrng EBITDA to supplement our GAAP results.

Iitem T—Management s Discussion and Anafysrs of Fmancrat Condition and Resutts of
' Operatrons

The following managements drscussron and. anatysrs of fi nancrat condrtron and results of
" operations should be read in conjunction with our historical consotrdated financial statements
and their notes: mctuded elsewhere in this Annual Report on Form 10-K. This discussion -
contains forward-tookmg statements that reflect our current views with respect to future
events and financial performance. OQur actual results may drffer matenaﬂy from those
anticipated in these forward-looking statements or as a resuit of certam factors suchas those
,set forth below under “Forward Lookrng Statements -

30
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General T o - "

We own a ﬂeet of 25 technologlcally advanced new generatlon OSVs; whrch |ncludes
two foreign- ﬂagged AHTS vessels that primarily operate as supply vessels and for towrng
jack-up rigs. We also own and operate one fast supply vessel and own two former coastwise
sulfur tankers that are belng converted |nto MPSVs. Currently; 16 of our OSVs are operating
in the U.S. Gulf of Mexico, or GoM, four of our OSVs are operating offshore Trinidad, and one
OSV and our fast supply vessel are working offshore Mexico: Our OSV fleet has been
assembled-through the completion of three OSV newbuild-programs-and a series of
acquisitions. We:are currently expandrng our OSV fleet through Phase 2 of our fourth OSV

b
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newbuild program, which includes the construction of a mix of 13 proprietary 240 ED and 250
EDF class vessels, and the MPSV conversion program that includes the conversion of two
-sulfur tankers into 370 class MPSVs. We also own 13 active ocean-going tugs'and 18 active
ocean-going tank barges, six of which are double-hulled. Currently, eight of our tank barges
are operating in the northeastern United States, ‘primarily New York Harbor, seven are
operating in the GoM and three are operating in Puerto Rico. In October 2006, one of our
previously.retired single-hulled tank barges was, with U.S. Coast Guard approval, returned to
service with a new OPA 90 date of 2015. Our tug and tank barge, or TTB, fleet has been
.assembled through a series of acquisitions and the completion of our first TTB newbuild .
program. We are currently expanding our TTB fleet through our second TTB newbuild
program, which includes the construction of new double-hulled tank barges and the retrofit of
related tugs. We are now constructing three 60,000 barrel double-hulled tank barges and -
retrofitting four recently acquired ocean-going tugs for use as power units for new and existing
barges as part of this program. Once these three barges are placed in service, 50% of our
tank barge fleet barrel-carrying capacity will be double-hulled, up from 44% today and 7% at
the end of 2004. Except for our two.AHTS vessels, all of our vessels are qualified under the
Jones Act to engage in'U. S coastwise trade.

We charter-our OSVs on a dayrate basis, under which the customer pays us a specified
dollar amount for each day during the term of the contract, pursuant to either fixed term or
spot time charters. A fixed term time charter.is a contract for a fixed period with a specified
dayrate generaily paid monthly Spot time charters in the OSV industry are generally charter
contracts with either relatively short fixed or indefinite terms. In all time charters, spot or fixed,
the vessel owner absorbs crew, insurance and repair and maintenance costs in connection
‘with the operation of the vessel, while customers absorb all other direct operating costs. In
addition, in a typical time charter, the charterer obtains the right to direct the movements and
utlllzatlon of the vessel while the vessel owner retams operational control over the vessel

" All of our-OSVs and our fast supply vessel operate under time charters, mcludmg sixteen
that are chartered under long-term contracts with expiration dates ranging from March 2007
through September 2011. The long-term contracts for our supply vessels are consistent with
those used in the industry and are typically either fixed for a term of one or more years or are
tied to the duration of a long-term contract for a drilling rig for which the vessel provides
services. These contracts generally contain, among others, provisions governing insurance,
reciprocal indemnifications, performance requirements and, m certam instances, dayrate
escalation terms and renewal opttons

Whlle OSVs service exnstmg oil and gas productlon platforms as well as exploration and
development activities, incremental OSV demand depends primarily upon the level of drilling
activity, which can be influenced by a number of factors, including oit and natural gas prices
and drilling budgets of exploration and production companies. As a result, utilization rates
have historically been tied to oil and natural gas prices and drilling activity. However, the
rélatively large capital commitments, longer lead times and investment horizons associated
with deepwater and deep well projects have diminished the significance of these factors
compared to conventlonal shelf prOJects

We have developed through a.series of three newbuild programs, a propnetary fleet of
200, 240, and 265 class new generation OSVs to meet the diverse needs of our customers.
Through acqunsr‘hons we have broadened the mix of our fleet to include additional 200 class
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vessels that are well su'ited for deep shelf gas exploration and other conﬁptex shelf drilling -
applications and to fill the irncreasing demand for.modern equipment for conventional drilling
on the.Continental Shelf. We have continued our efforts to expand the services that we offer
our customers with the acquisition of two AHTS vessels, the ongoing conversion of two
coastwise sulfur tankers for-use as 370 class.MPSVs, and the ongoing construction of four
240 ED class OSVs and nine 250. EDF class OSVs.

Although the demand for new generatron equipment has hlstorrcally been driven by
deepwater deep shelf and- highly complex projects, we are experiencing increased demand
_for our vessels for all types of. projects, including transition zone and shelf activity, irrespective

of water depth, "drilling depth-or:project type, and non- -oil and gas production activities,

mcludmg military applications.. Notably, this. prevallrng shift in customer preference does not
" appear to be limited to the- GoM ‘as.we have also’observed this preference in foreign areas
such as Mexwo Tnnrdad Brazrl and West Afnca

L.

osv market condrtrons in the GoM reached hlstorrc record levels durmg 2006 Our
fleetwide average OSV.dayrates for calendar 2006 were approximately $19; 000 and-our
leading-edge spot dayrates were as. high as.$30,000 during the year. While we experienced
some OSV market volatility in the spot market during the late fourth quarter of 20086,
particularly for our 200 class vessels, we believe that market conditions for new generation
vessels in-the GoM continue to show Iong-term positive trends. We have observed an
- increased level of interest:in the deepwater and ultra-deepwater regions with recent record
setting well tests total bid values for lease sales in the-deepwater Western GoM reaching
eight-year highs, and 12 deepwater discoveries;in the GoM .in 2006. Another indication of the
encouraging visible demand is rising dayrates and utilization for all classes of offshore rigs,
which:in the past has been a:barometer-for OSV dayrates. Certain contracts for rigs working
in deepwater and ultra- deepwater regions extend into 2013. In addition, certain operators’
have construction commitments for incremental new deepwater floating rigs, deep shelf
jack-up rigs, floating production units, subsea tie- backs and other deepwater production
infrastructure. The supply fundamentals for new generation OSVs could further impact market
conditions. The average age of conventronal 180 class OSVs is approximately 27 years;
therefore, we expect that there will be a continued and accelerated attrition rate for such
vessels working in the GoM and abroad. Although OSVs have been recently constructed to
replace the worldwide conventional 180 class tonnage being removed from service, several
U.S.-flagged new generation OSVs have left the GoM for foreign and non-oilfield markets,
which is a long-term trend.that we expect to continue.

‘Generally, we operate an ocean-going tug and tank barge together as a “tow" to transport
petroleum products between U.S, ports and along the coast of Puerto Rico. We operate our
tugs and tank barges under fixed time charters, spot time charters, contracts of affreightment,

“ or COAs, and consécutive voyage contracts. A fixed term time charter is a contract for a fixed
period of time with a.specified day rate, generally paid monthly. Spot time charters in the TTB
industry are generally single-voyage COAs, consecutive voyage contracts, or time charter
contracts with either relatrvely short fixed or indéfinite terms. A consecutive voyage contract is
a contract for the transportation of cargo for a specified number of voyages between
designated ports over a fixed perrod of time under which we are paid based on'the volume of
products we deliver per voyage. Under consecutive voyage contracts, in addition to.earning

“revenues for volumes delivered, we earn a standby hourly rate between voyages. We may
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also charter vessels to a third party under a bareboat charter. A bareboat charter.is-a “net ...
lease” in which the charterer takes full operational control over the vessel for a.specified -
period of time for a specified daily rate that is generally paid monthly to'the vessel owner. The.
bareboat charterer is solely responsible for the operation and management of the vessel and.
must provide its own crew and pay all operating and voyage expenses. We also provide tug -
services to third party vessels on a periodic basis. Typlcally, these services mcIude vessel
docking and towage aSS|stance

The primary demand dnvers for our TTB.services are populatlon growth the strength of.
the U.S. economy, changes in weather, oil prices and competition from alternate energy
sources. The TTB market, in general, is marked.by steady demand over time. Our results for-
the first and fourth quarters of a given year are typically higher due to normal seasonal winter-.
weather patterns that typically result in a drop-off of activity during the second.and third
quarters. Because we have recently shifted nearly all of our TTB fleet from COAs to time
charters and continue to diversify.our services, some of our historic seasonality for this- ,
segment should be diminished. We generally take advantage of seasonal weather patterns to.
prepare our TTB fleet for peak demand periods by performing our regulatory-drydocking and
maintenance programs during the second and third quarters. In addition, we regularly
evaluate our customers’.needs and often elect to accelerate scheduled drydocklngs to take

- advantage of certain market opportunltles

- As the most recent. major OPA 90 mllestone approached on January 1, 2005 and smce K
that date, customer demand for double-hulled equipment has led to mcreased dayrates for
this equipment, particularly for tank barges in black oil service. We are actively working to -
ensure that our fleet is well positioned to take advantage of emerging' market opportunities as
they develop. To expand our geographic market area and-current service offering, we are
now operating vessels from our TTB fleet in the GoM. These vessels are being used for the
transportation of petroleum products and, more recently, ethanol. In addition, we have _.
recently been successful in deploying our vessels in non-traditional TTB services, such as .
support of deepwater well testing and other specialty applications for our upstream. '

- customers. We now have 17 of our tank barges operating under time charters, including 10

that are chartered under long-term contracts with explratlon dates rangmg from. June 2007
through April 2008. .
5 R . e . A e ..

Our operating costs are primarily a function of fleet size and utilization levels. The most -
significant direct operating costs are wages paid to vessel crews, maintenance and repairs
and marine insurance. Because most of these expenses are incurred regardless of vessel
utilization, our direct operating costs as a percentage of revenues may fluctuate consrderabiy
with changes in dayrates and utlllzatlon : .

‘
B
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In addition to the operating costs described above, we incur fixed charges related to the
depreciation of our fieet and amortization of costs for routine drydock inspections and ,
maintenance and repairs necessary to ensﬁre_compliance with applicable regulations and to _
maintain certifications for our vessels with the U.S. Coast Guard and various classification’.
societies. The aggregate number of drydockings and other repairs undertaken in a given - -
period determines the level of maintenance and repair expenses and marine-inspection
amortization charges. We generally. capitalize costs incurred for drydock inspection and
regulatory compliance and amortize such costs over the period between such drydockings,
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typically 30 or 60 months. Applicable maritime regutations require s to drydock our vessels - -
twice in a five-year period for-inspection and routine maintenance and repair. If we undertake
a large number of drydocklngs ina: parttcular fiscal period, comparatwe results may be
affected. - - i . : :

Critical Accountlng Po||c|es

Our consolldated f nanmal statements mcluded in this Annual Report on Form 10-K. have
been prepared in accordance with accounting principles generally accepted in'the United
States. In'many cases, the accountmg treatment of a particular transaction is- specifically
dictated by generally accepted accounting principles. In other circuimstances, -we are required
to make estimates, judgments arid assumptions that we believe'are reasonable based upon
available information. We base our estimates and judgments on historical experience and
- various other factors that we believe are reasonable based upon the information available.
Actual results may differ from these estlmates under different assumptions and conditions.
We believe that of our S|gn|t” cant accountlng policies discussed in'Note 2 to’ our consolidated '
t" nancial statements the foIIowmg may mvolve est|mates that'are mherently more subjectlve

. W g wene F

- Purchase Accounting. Purchase.accounting-requires extensive use of estimates and
Judgments to allocate the'cost of an‘acquired enterprise to the assets acquired and liabilities
. assumed. The cost of each acquired operation is allocated to the assets acqunred and
liabilities assumed based on their estimated fair values. These estlmates are rewsed during
an aI|ocatton period as necessary when, and. |f ‘information becomes avallable to further
défine and quantify the, value of the assets acquwed and liabilities assumed For example
costs related o the. recertn“ cation of acqunred vessels that are drydockéd within thé allocation
period, :mmedtately followmg the acquisition of such vessels are reflected as an adjustment to
the value of the vessels acquired and the liabilities assumed related to the drydocklng The
_ adjusted basis of the vessel is depreciated over the estimated uséful lives of the’ vessel The
allocation period does not exceed one year from the- date of the acquisition. To the extent-
additional mformatlon to refine the original allocatton becomes available durlng the allocation
period, the aIIocatlon of the purchase price is adjusted For example, if an.acquired vessel
was subsequently dlsposed of within the, allocation period, the sales price of the vessel would
, be used to ad;ust the original aSS|gned value to the vessel at the date of acqwsmon such that
no gain or Ioss would be recognized upon disposition during the allocation period. If -
information becomes avallable after the aIIocatlon penod those items are reflécted in
operatlng results P : . A :

Carry:ng Value of Vessels We ctepremate our tugs tank barges and OSVs over
estimated useful lives of 14 to 25 years, three to 25 years and 20 to 25 years, respectively.
The-useful lives:used for single-hulled tank barges are based on their classification under
OPA 90, and for double-hulled tank bargesit is 25 years. In assigning depreciable lives: to
- these assets, we have conS|dered the effects of both physical deterioration largely caused by
wear and tear due to operatlng use and other economic and regulatory factors that could - .

- impact commercial- viability. To date, our experience confirms that these policies are .
reasonable, although there may be events or changes in:circumstances in the future that:
indicate the recoverability: of the carrying amount of a vesse! might not be possible. Examples
of events or changes in circumstances that could:indicate that the recoverability of a vessel's

- carrying amount should be assessed might include a change in regulat:ons such as OPA 90,
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- a significant decrease in the market value of.a vessel and current period operating or. cash
- flow.losses combined with a history of operating or cash flow losses or a projection or forecast

that demonstrates continuing losses associated with a vessel. If events or changes in
circumstances as set forth above indicate that a vessel’s carrying amount may not be
recoverable, we wouid.then be required to estimate the undiscounted future cash flows
expected to result from the use of the vessel and its eventual disposition. If the sum of the
expected future cash flows is less than the carrying amount of the vessel ‘we would be
requnred to recognlze an |mpa|rment loss. .

Recertifi cat:on Costs Our tugs, tank barges and OSVs are: requrred by regulation to,be
recertified after certain periods of time. These recertification costs are incurred while.the
vessel is in drydock where other routine repairs and maintenance .are performed and, at -
times, major replacements-and improvements are performed. We expense routine repairs and
maintenance as they are incurred. Recertification costs can be accotinted for in one of two
ways: (1) defer and amortize or (2) expense as incurred. We defer and amortize recertification
costs over the length of time that the recertification is expected to last, whrch is generally 30
or 60 months. Major. replacements and improvements, which extend ‘the.vessel's ‘economic
useful life or functional operating capability, are capitalized.and deprecaated over the vessel's
remaining economic useful-life.. Inherent in this process are estimates we make regarding the
specific cost incurred and the period that the incurred cost will. benef' t. .

: Revenue Recogriition.. We charter our OSVs and TTBs to customers under time
. charters based on a daily’ rate of hire and recognize revenue as earned on a daily basis .
during the contract period of the specrﬁc vessel. We also contract our TTBs to customers
under COAs, under which revente is recognlzed baséd on'the number of days mcurred for.
. the voyage as a percentage of total estimated days applied to total estlmated révenues.
Voyage related costs are expensed as mcurred Substantlally all voyages under COAs are
less than 10 days in Iength ‘ S

Allowance for Doubtful Accounts Our customers are primarily'major-and _independent,
domestic and international, oil and gas and oil sérvice companies. Our customeérs are granted
credit on a short-term basis and related credit risks are consndered minimal. We usually do
not require collateral. We provide an estimate for uncollectible accounts’ based ‘primarily on
management’s jidgmient: Management uses historical losses, current economic conditions
and individual evaluations of each customer to make adjustments to the allowanceé for
doubtful accounts. Our historical losses have not been significant- However, because
amounts due from individual customers can be significant, future adjustments to the '
allowance can be material if one or more individual customers balances are deemed
. uncollectlble b

Income Taxes We follow SFAS No. 109, “Accountlng for Income Taxes " SFAS 109

: requrres the use of the liability method of computing deferred income taxes. Under this
method, deferred income taxes are provided for the temporary differences between the
financial reporting basis and the tax basis of our assets and liabilities. Deferred tax assets and
liabilities are measured using enacted tax rates expected to apply to taxable income in the
years in which those temporary differences are expected to be recovered or settled: The
assessment.of_ the realization of deferred tax assets, particularly those related to tax net,
operating loss carryforwards, involves the use of. management'’s judgment to determine’
whether it is more likely than not that we will realize such tax benefits in the future.
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Stock-Based- Compensatron Expense Effectlve January 1 2006 we adopted FAS.
No. 123 (revised 2004) “Share-Based Payment,” or FAS 123R; utlltzmg the modified -
. prospective method Prior to the adoptlon of FAS 123R, we accounted for stock option grants
- in accordance with' APB Opinion'No. 25, “Accounting, for. Stock Issued lo Employees utlller‘Ig .
' the intrinsic value method, and accordtngly, recognized.no compensatlon expense for stock -
option, grants for periods-prior to 2006. However, FAS123R requnres all share- based
payments to employees and dlrectors including grants ‘of stock opttons and restrlcted stock,

" to beé recognized i the incomé statement based on their fair values Compensatton expense
for-the portion of awards for which the requusute service.has not been rendered that were Cot
outstanding as of January»1 2006 was. recogmzed as the sérvice was rendered on or after
_January 1, 2006 The compensatlon expense | for that port|on of awards was based on the

.‘grant date fair value estimated in accordance with the onglnal prowsmns of FAS 123,

" “Accounting for Stock-Based Compensatlon " At December’ 31, -20086; approxlmately $8 8
L million. of unrecognized compensation expense related to nonvested awards is expected to be
e .'recognlzed over a weighted- average perlod of A. 9 years

- |l

_ Under our employee restncted stock agreements effectlve February 14, 2006 we issued-
réstricted’ stock that may not be released or transferred until the end’of the performance ,
period; which is, .generally three years from the grant, or measurement, date. The number of
_shares that will ulttmately be received by the award: reapuents at the end of the performance
perlod will'be dependent upon our performance relativé to a peer group, as defined, by the
employee restrlcted stock agreements. Performance i is measured by the change in our stock
. pnce measured agamst the peer group durlng the measurement period. The actual number of
shares that could be received:by the award recrplents can range from 0%,to 200% of our - -
base share’ awards ‘depending on our performance ranking relative to the'peer group. .
Compensatlon expense related to restricted stock is recognlzed over the period the - ;. o o
restrlctlons lapse, from one to three years The compensatlon expense related to restncted
, stock awards Wthh is amortized’ over the vestlng perlod is determlned based on.the' market
. prlce of our stock on the date of grant applled to the total shares that are expected to fully
" vest.m " : . .



"Results of Operatlons A . ' : ' s

_ The tables below set forth by segment the average dayrates and ut|I|zat|on rates and
effective dayrates for our vessels and the average number of vessels owned durmg the
-. periods indicated. These OSVs and tank barges generate’ substantlally aII of our revenues
and operatmg proﬁt ' y e :

:‘- 5

" The table'does not mclude the results of operatlons of the HOS Hotshot a 165 ft new
generahon fast supply vesseI that we acqu:red in May 2004 "

TA

T T U SR ' Years Ended December 31, - -
e Lo e Toe oo . 2008 .. 2005 . 2004
Offshore Supply Vessels:  :.. * = Tonooatn oo e s
. Average number of vesSels ...l oL L el - 250 . 246 228
Average fleet capacity (deadweight) . ........... “t.eo.. . b9042 - 57,658 .-7-.51,938
Average vessel capacity (deadwelght) ............ S . 2,362 L2341 L 2274
Average utilization rate (1) ... ... " .. e . 903%  962% . 875%
Average dayrate (2) ... ... PRI e e $ 19380. $+ 13413 § 10,154
Effective dayrate (3) ... .................. e ‘$ 17500 $+ 12,903 % 8885
Tugs and Tank Barges: Lol e ‘ . '
_Average number of tank barges e PR D178 “'14, 6 . 16.0°
" Average fleet capacity (barrels) .,............... ... 1,488,177 1 072 075" 1 156,330
Average barge size (barrels) ....... e 84,267 71,651 N 72 271
Average utilization rate (1)°.. .. ... ... ... R 927%  '87.1% - " 82.2%
Average dayrate (4) ... .5 ... e [T S . % 18,064 $ 13542 $° 11,620
Effectiverdayrate (3) ... .«..o... tx . 5t § 167458 11795 § 9,562

© (1) Utilization rates are average rates basec! ona 365-day year, Vessals are conmdered utilized when they are generatmg revenues. o

{2) Average dayrates represent average révenue per day, whlch includes chaner hire and brokerage revenue, based on the number of days
during the period that the OSVs generated revenue. : : o Sy L

" {3) Effective dayrate represents the average dayrate multiplied by the average ut:llzauon rate :

(4) J.Al\.verage dayrates’ represent average revenue per, day, including llme chartérs, brokerage revenue revenues generated on a per barrel
_transported basis, demurrage, shipdocking and fuel surcharge revenus, based on the number of days during the period that the tank barges
generated revenue. For purposes of brokerage arrangements, this talculation exctudes that portion of revenue that is equal to tha cost paid by
customers of m-chartenng third- party equipment.
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. -« Summiarized financial information coricerning our reportable segments for the years.ended
December.31,-2006 and 2005, respectlvely is shown' below in the foIIowmg table (in

' thousands except percentage changes) -f.j_:‘s' AR . ' e

TR

" YEAR ENDED D'E.‘C,EM_B.ER 31, 2&006|CO‘I\'I'IPARED TO YEAR ENDED DECEMBER 31,-2005

- i A Wt . ’ . '
, S . YearEnded "
) I December 31, Increase (Decrease)
_ , s B LR it 2006 - 2005 $ Change % Change
Reventies by segment: - -~ ~ 7 ss0 T e -
Offshore supply vessels . ~ cealn = ' . o
L Domestic .~ :....... B e $‘_|41 341 $.88,772 $ 52,569 59.2%
Forergn RPTRRRE RETTRN e e 25,040 . 28,663 {3.623) (12.6)
e e . 166,381 117,435 48946 . 417
Tugs and tank barges =~ . - . .- e " - o .
Domestic ."........ e S teiiievl.... 100,260 57,379 42,881 . 747
Foreign (13 ...\ ool e .0, 1,910 7,772 138 1.8
e L 108,170 65151 43,019 66.0
L _ ' '$274,551 $182,586 $91,965  504%
' Operating eipenses by segmen(: o o . L . ‘
Offshore supply vessels e e .5 55, 175, $ 35936 $19,239 . 53. 5%.
Tugs and tank barges ...... e P T " 40,416 30974 ~ 9,442 " 305
SRR o $ 95591 $ 66,910 § 28681 - 42.9%
Depreclatlon and amortlzatuon by segment: i o T ' o
Offshoré supply vessels ' ... .. ... e ol 78717,344  $ 157107 $ 2,147 T14.4% .
- Tugs and tank barges™......... P Sl o bl 0 14877 - 12,073 2,604 216
SRR e co e e $ 32021 § 27270 $ 4751 17.4%
General and administrative expenses: . - :
Offshore’ supplyvessels ..., .. ....c .. o . .0l $13505 $ 9,299 $ 4,208 45.2%
Tugs and tank barges .-, ... TV S P A -, 14883 . 11028 3,855 35.0
T, : ST $.28388 5% 20,327 $ 8,061 ~39.7%
Gain’ (Ioss) on'sale of assets ’ ‘ ‘ ' o0 ) :
Offshore supply vessels*.... . . L Loaioas § — 78 5 % 5 (100.0)%
Tugs andtankbarges .........................s. e 1,854 1,898 (44) {(2.3)
o A T L 0% 1854 % 1893 3 (39) (2.1)%
Operating income: * ’ : S e st ' ‘
Offshore supply vessels ................ iieeeon..n..o $ 80,357 § 56,998 § 23,359 41.0%
Tugs_;a,nd tankbarges ..................... o e 40,048 . 12,974 27,074 208.7
T o, m e $120405. $.69.972 . § 50433 72.1%
Loss on early extinguishfne'nt ofdebt ....... ... . % . —. $ 1,698 $(1,698) . (100.0)%
lnterest expense SRRy .'"..-._ ...... .. e $ 17,675 S 12,558 § 5,117 40.7%
Interest inCOme ., oo e ¥.$16074 S 3178 $12.896  4058%
Income tax expense b IR e r iR $43,159 1 $21,538  $21,621 100.4%
Netmcome....-.,...l..1.................._...‘ ....... f_ $75715 §$37443 $38,272 102.2%

{1) Included are the amounts apphcable to our Puertd Rico TTB operauons even though Puerto Rloo is consndered a possessnon of the United
States and the Jones Act applles to vessals operating in Puerta Rican waters. . -
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Revenues. Revenues for 2006 increased 50.4%, or $92.0-million, to $274.6 million from
2005 due to continued favorable market conditions in' each of our two business segments and
the increase in our average fleet size due to acquisitions and new vessel construction: Our
average operating fleet was approxlmately 57 vessels at the end of 2006 compared to 53
vessels at the end of 2005. .

Revenues from our OSV segment were 41. 7% higher for 2006 compared to 2005, due
primarily to dayrate lmprovement attributed to continued strength in the GoM, the operation of "
a shore-based port facility leased in December 2005 and, to a lesser extent, a full year
contribution of one AHTS vessel acquired in early 2005 and placed in service in June 2005. -
Our utilization rate was 90.3% in 2006 compared to 96.2% in 2005. Our OSV average dayrate
was $19,380 in 2006 compared to $13,413:in 2005, an increase of $5, 967 or.44.5%.
‘Domestic revenues for-our OSV segment were $141.3 million in 2006, an increase of $52.6
million or 59.2%, compared to $88.8 million in 2005. Foreign revenues for our OSV segment
decreased to $25.0 million for 2006, compared to $28.7 million in 2005; a decrease of $3.6
million or 12.6%, because we had an average of three fewer vesseis operatmg rnternatronally
durlng 2006. :

- Revenues from our TTB segment mcreased 66.0% in 2006 compared to 2005 due to
market-driven higher utilization and dayrates and the full year contribution of five newbuild
double-hulled tank barges delivered on various dates throughout 2005.-Our tank barge

utilization increased to 92.7% for 2006 compared to 87.1% for 2005, due primarily to our
continued shift in contract mix from COAs to time charters. Our tank barge average dayrate of
'$18:064 for 2006 increased $4;522; or 33.4%, from $13,542 for 2005. The increase in-
average dayrates was primarily attributed to our ability to capitalize on hlgher demand in the
northeastern United States and diversified non-traditional TTB services, such as the support -

" of deepwater well testing and other specialty applications for our upstream customers

. Operating expenses. Operating expenses for 2006 grew 42.9%, or.$28.7 r.nillion,‘-t'o '
$95.6 million. The increase in operating expense during 2006 is primarily due to higher
personnel costs, increases in our average fleet size, expansion of our shore-based operations
and higher costs for in-chartering third party equipment. We currently expect.daily operating
costs for existing.vessels to increase approximately 20% to 25% in 2007 over 2006 levels:

Operating expenses for our- OSV segment increased 53.5% for 2006 compared to 2005,
primarily due to market-driven wage increases for OSV mariners, FAS 123R stock-based |
compensation related to restricted stock awards granted to mariners during 2006, the -
operation of an OSV shore-based port facility that was leased in December 2005, and an.
increase in customer-requested contract labor; the cost of the Iatter of which is-offset by
higher dayrates charged to such customers. : -

Operating expenses forour TTB segment mcreased 30. 5% for 2006 compared to 2005
prlmarlly as aresult of market-driven wage increases for TTB mariners, FAS123R stock-
based compensation related to restricted stock awards granted to mariners in 2006, the. - . .
increased cost of three in-chartered-third. party tugs to fulfill time charter requurements the full
year contribution of five new double-hulled tank barges delivered on various dates throughout
2005, partial year contribution of two higher horsepower ocean-going tugs.placed in service
during the first half of 20086, and hlgher insurance costs. These increases were offset in part,
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by lower fuel costs in 2006 due to.a $hift in contract mix from COAs to time charters. Under
time charter arrangements, the charterer.is typically responsible for fuel costs. Average daily
operating expense in 2007 for the TTB segment is expected to increase as a result of the
delivery of three 60,000-barrel double-hulled tank barges and four retrofitted ocean-going tugs
that are expected to be placed.in-service on'various dates throughout 2007.
o s LT et : . :

.+ Depreciation and-Amortization. Depreciation and amortization was $4.8 million higher for
2006 compared to 2005 due to a full year of depreciation for five new double-hulled tank
barges that were placed in service throughout-2005, a shoré-based.port facility leased in
December 2005, an AHTS vessel'that was acquired in early 2005 and placed in service in
June 2005 and, to a lesser extent, non-vessel capital expenditures that were completed
~ during the second half of 2005. In addrtlon there were six OSVs that underwent their initial
regulatory drydocking event during 2006, which’ resutted in‘amortization expense being
- recorded for these vessels for the first time. Deprecratron and amortrzatlon expense is
. expected to increase further when the vessels under our current newbuild and conversion
programs are placed in sérvice-and when these. and any othér recently-acquired- and newly
'constructed vessels undergo thelr mrtral 30 and 60 month recertlflcatlons

Genera:r and Admrmstrat:ve Expense Generat and admlnrstratrve expenses increased
$8 1 million during 2006 compared to 2005. During 2006, we recorded $5.2 million of stock-
based compensation expense as a result of adopting FAS 123R: No such expense was
booked for periods prior to 2006. The remainder of the increase is the result of increased
headcount to implement our growth’ strategy and- mcreased amounts related to our cash
incentive compensation plan;’awards under which' vary commensurate with our financial
results. Our general and administrative expenses, inclusive of FAS123R expenses, are
expected to increase approximately 20% to 25% in 2007 over 2006 levels, but are still
expected to remaln approxmately 10% to 12% of revenues. '

Gam or Loss on Sale of Assets Durlng 2006, we recorded a $1.9 million gain in our TTB
. segment due to the sale of the Energy 2202, a single-hulled tank barge, and the Ponce ‘

_ Service, a 3,900 horsepower tug, in-May"2006 and October 2006, respectively. During 2005,

we recorded a $1.9 million gain in our TTB segment due to the sales of the Energy 9801 and
the Energy 9501, two retired single: :hulled tank barges, and the Yabucoa Serwce and the
North Service, two older Iower horsepower tugs

Operatmg income. The variances W|th respect to our operating income are described |
above. Operatmg income as*a percentage of revenues for our OSV segment was 48.3% for
2006, compared to 48. 5% for 2005. Operatlng income as a percentage of revenues for our
TTB segment was 37.0% for 2006 compared t0-19.9% for 2005. The 2006 increase was
primarily related to the shift in our TTB contract mix from COAs to time charters and the ability
to deploy-our TTB vessels.in non- -traditional TTB services, such as the support of deepwater
well testlng and other specnalty appllcatrons for-our: upstream customers

Interest Expense lnterest expense mcreased $5.1 million during 2006 compared to
_2005 prl_marlly as a-result of the October 2005 issuance of an additional $75.0 million in

- principal’amount outstanding under our 6.125% senior notes, lower capitalized interest and to

a’lesser extent the Novembier 2006 issuance of $250.0 million of 1.625% convertible senior
notes Capltahzed interest decreased $1.4 million during 20086, compared to 2005 due to a
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lower average construction work-in-progress balance and, to a lesser degree, a lower
blended average interest rate. See "quU|dity and Capltal Resources for further dlscussmn

Interest Income. Interest income mcreased $12 9 million in 2006 resultlng from nncreased
interest rates on higher invested cash'balances primarily due to the October 2005 debt and -
equity offerings along with approximately $156.6 million net proceeds from the November
2006 convertible senior notes offering. Our average cash balance for 2006 was $373.0 million
compared to $163.0 miliion in 2005. Our cash.balance as of December 31, 2006 was $474.3 .
million. Our average interest rate earned on invested cash.during 2006 was approximately |, -
5.0% compared to approximately 3.9% in 2005, primarily due to six sequentlal 25- baS|s pomt
changes in the Federal Funds rate in 2006 . .

Income Tax Expense. Our effective tax rate was 36.3% and 36.5% for 2006 and 2005,
respectively. Our income tax expense primarily consists of deferred taxes due to our federal
tax net operating loss carryforwards. Our income tax rate is higher than the federal statutory
rate, due primarily to-expected state and foreign tax Iuabllmes and items not deductible for.
federal income tax purposes. We recorded deferred taxes due to our federal tax net operating
loss carryforwards primarily generated by accelerated depreciation for tax purposes of
_approximately $37.3 million as of December 31, 2006. These loss carryforwards are avallable_.
through 2025 to offset future taxable income. We expect our effective tax.rate to be 36 5% in"
2007. -

Net Income. Net income- |hc;eased “by 102. 2% or $38.3 million, to $75 7 million primarily
due to the growth in operating income and net interest income for the reasons discussed _
above which was offset in-part, by, h|gher income tax expense in 2006.

*
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Summerized fi nahial information concerning our reportable segments for the years ended
December 31, 2005 and 2004, respectively, is shown below in the followmg table (|n : "

‘thousands except percentage changes)
. e 4 ™ v e

YEAR ENDED DECEMBER 3, 2005 COMPARED TO YEAR ENDED DECEMBER 31, 2004

-, ~.a

K

Year Ended’
e . December 31, . Increase (Decrease)
, 2005 2004 $ Change % Change
Revenues by segment : T '
Offshore supply vessels S e _ A .
Domestic ........ ...l $ 88,772 $ 59,886 $ 28,886 “48.2%
CForeign L e e © 028663 .- 15407 - 13,256 86.0 -
. © 117,435° - 75293 42,1427 56.0
Tugsandtankbarges...........c..... 00 . . ...l ' : ' e o
Domestic ....... ! A 57,379 50,465 6914 13.7
wrForeign (1) ... oo 7772 6,503 1,269 19.5 b
65,151 56,968 8,183 14.4 L
o o | $182,586 $132,261 $50,325 _ 38.0% -
Operating expenses by segment: . A T R
Offshore.supplyvessels . ............................ $ 35936 - 29,724 § 6,212,  20.9%
Tugs and tank barges.........................._; ..... " 30,974 28,796 2178 78
o , ) . .$66910 $ 58520 $ 8390 .. 14.3%
Depreciation and amortization By segment: o : . t - A core
Offshore supply vessels ................. . .......:.. $ 15197 -§ 12,876 .§ 2,321, .. .18.0%
Tugsandtankbarges .............................. 12,073 7 10,259 1,814 17.7 o
' $.27270 $ 23135 $ 4135° _179% -
General and administrative expenses: o T e
Offshore supply vessels *. ... .. ... .............. $ 9,299 .% 6342 § 2,957 46.6%
Tugsandtankbarges .............. .. o0 11,028 - - -8,417: 2611 "31.0 .
_ - $ 20,327 '$ 14,759: § 5568 - -37.7% .
Gain (loss) on sale of assets: R
Offshore supply vessels .......................7.... § (5% - 32 % (37) —.
Tugs and tank barges .............................. 1.898" - 33 " 1,865 56515
> $ 1893 $ 65 § 1,828 28123%
Operating income: ) . - BN ol
. Offshore supply.vessels .............. celedodee... '$756,998 $ 26,383 30 615 . 116.0% )
"Tugsandtankbarges .......................... co ' 12,974 9,529 3445, . ;362
. $.69,972. % 35912 $34,060 . 948%
Loss on early extlngwshment of debt ................... $ 1698 § 22,443 $(20,745) (92.4)%
Interest expense ... ........................c..oeeei.l, $ 12,558 $ 17,698 §$ (5,140) . (29.0)%
Interestincome ................... . ........ .. ... ... $ 3178- & 356 $ 2822 . T92.7% .
Income tax expense (benefit) . ..................... ... $ 21538 -% (1,320) $22858"" . -~ — .
Netincome (I0SS) ................ooevuruenni il $ 37,443 § ('2,'483) $39,926 T~

States and the Jones Act applies to vessels operating in Puerto Rican waters.
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Revenues. Revenues were $182.6 million in 2005, compared to $132.3 million'in 2004,
an increase of $50.3 million or 38.0%. Revenues increased primarily as a'result of -
strengthening market conditions in our OSV and TTB business segments, and to a lesser
extent, our average-operating fleet increasing to 53 vessels at the end of 2005 from 51
vessels at the end of 2004. ' - .

Revenues from our OSV. segment increased 56.0% during 2005. Our revenue growth is
primarily attributable to market-driven increases in OSV utilization and dayrates compared to
the prior year and the addition of two AHTS vessels during the first quarter of 2005. Our
utilization rate was 96.2% in 2005 compared to 87.5% in-2004. Our OSV average dayrate
. was $13,413 in 2005 compared to $10 154-in 2004, an increase of $3,259, or 32. 1%. The
increase in dayrates and utilization is primarily related to the significant |mprovement in the
GoM market. Domestic revenues for our OSV segment were $88.8 million in 2005, an
increase of $28:9 million or 48.2%, compared to $59.9 million in 2004 due to the recovery of
the OSV market in the GoM. Foreign revenues for our OSV segment increased to $28.7
million for 2005, compared to $15.4 million in 2004, an increase of $13.3 million or 86.0%, -
due to having an average of three more vessels operating internationally during 2005.

Revenues from our TTB segment increased 14.4% due to our utilization rate increasing
to 87.1% for 2005 compared to 82.2% for 2004. Our average dayrate of $13,542 for 2005
increased $1,922, or 16.5%, from the average dayrate of $11,620 in 2004. The increase in
dayrates is attributed to higher demand for our equipment in the northeastern United States

_ and the ability of the five double-hulled barges delivered under our first newbuild program to

command higher rates as newbuild double-hulled tank barges with higher barrel-carrying -
capacity compared to our remalmng single-hulled fleetwide average barrel- carrylng capacnty.‘

Operatmg Expenses Our operatlng expense increased to $66.9 mllllon in 2005,
compared to $58.5 million in 2004, an increase of $8.4 million or 14.3%. The increase in
operating expense during 2005 is prlmanfy due to prevailing cost inflation trends in the oilfield
. and the effect of recent vessel acquisitions and newbuild.deliveries, offset in part by -
mandatory vessel retirements at the end of 2004. -

Operating expenses fof our OSV segment increased 20. 9% in 2005 due to increased
.crewing requirements on vessels to meet customer demand, higher i msurance costs, and the
. addltlon of two AHTS vessels to our fleet in January 2005 and March 2005

Operatlng expenses for our TTB segment increased 7.6% due to higher fuel prices and

. _-. personnel, costs and the addition of two higher horsepower, ocean-going tugs and five double-
" hulled newbuild tank barges, offset in part by the effect of the mandatory removal of three

smgle -hulled tank barges from service at the end of 2004.

‘ Deprec:at:on and Amon‘rzat:on Our depre0|at|on and amortizatlon expense was
$4.1 million higher for 2005 compared to 2004 due primarily to increased drydocking activity
and the impact of adding two AHTS vessels, five double-hulled tank barges and two 6,100

" horsepower ocean-going tugs to our fleet, offset in part by the effect of the mandatory
removal of threé single- hulled tank barges from service since 2004.

General and Admlmstranve Expense Our general and admlnlstratlve expense increased
‘ $5 6 million during 2005 compared to 2004 due to higher personnel and health insurance
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costs,,rncludlng cash mcentrve compensation commensurate with.our record fi nancral results
and costs assocrated with corporate governance initiatives such as compllance with the . .
Sarbanes-Oxley Act. General and administrative expenses were expected to increase due to

our continued growth via'vessel acquisitions, our newbuild:and conversion’ programs and our

_iincreased reporting oblrgatrons under federal securrtres and corporate governance Iaws and
stock exchange requrrements

" Gain or Loss on Sale of Assets. We recorded a $1 9 million gain in our-TTB segment
during 2005 resultlng from the sale of the Energy 9807 and the Energy 9501, two retired
single-hulled tank barges and the Yabucoa Servrce and the North Serwce 3 000 and 2, 200
'horsepower ocean- gomg tugs respectlvely : . .

Operatrng Income The vanances with’ respect to our operatlng mcome are described -
above. Operatmg income as a percentage of revenues for ourOSV segment was 48.5% for
2005, compared to 35.0% for.2004. Operating income as @ percentage of revenues for-our
TTB.segment was 19.9% for.2005, compared to 16.7% for 2004. These increases primarily

‘resulted from market-drlven year over-year mcreases in dayrates and utlllzatlon in each
business segment % :

"Loss on Early Extrngurshment of Debt On November 3, 2004, we commenced a cash )
tender offer for aII of the $175 million in aggregate principal amount of our 10: 625% senior
notes. Senior notes totaling approximately $159.5 million; or 91 % of such notés outstandmg
were validly-tendered durmg the designated tender period. The remaining $15.5 million of our
. 10.625% senior notes were redeemed on January 14,.2005. Losses on early extmgurshment
* of debt of approxrmatety $1 7 million and: $22.4 million were recorded during 2005 and 2004,
respectively:and include the. redemptton costs and.an allocable portion of the write-off of .
unamortlzed fi nancung costs onglnal issue dlscount anct a bond. :redemption premium.

Interest Expense Interest expense decreased $5.1 mrllron durrng 2005 compared to -
2004 as a resuIt of the réfinancing of our 10.625% senior. notes with 6.125% senior notes at
the end of 2004. Other factors causmg a decrease in tnterest expense was hlgher capitalized
interest recorded during 2005 due to our fleet expansion programs. Capitalized interest was
$3.9 million-and $3.0 million for 2005 and 2004, respectlvely See “qumdlty and Capital .
Resources” for further discussion. ‘

Interest Income Interest income. mcreased $2.8 mllllon in 2005 compared to 2004 as a
result of increased interestrates and a hrgher average cash balance.of $163 0 million,
pnmanty due to the: early fourth quarter 2005 debt-and equity offenngs compared-to $33.6
mrllron in 2004 Our cash balance as of December 31, 2005 was $271.7 million.

Income Tax Expense Our effectlve tax rate was 36 5% in 2005 and we recorded an
~ income tax benet"t in-2004 due to a pre-taxloss attnbutable to an early extlngwshment of _
" debt..See “Liquidity and: Capital Resources” for further discussion. We also récorded deferred
taxes due to:our federal tax-net. operating loss carryforwards pnmanly generated:by -
accelerated. deprecratlon for.tax purposes of approximately $92-million as of December’ 31,
2005. These loss carryforwards are available through 2020 to-offset future taxable income.:

- Our income tax-expense primarily consists of deferred.taxes due to our federal net operatmg
loss carryfontvards Ouri mcome tax rate is hrgher than the federal statutory rate due primarily
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to expected state and foreign tax Irabllrtles and items-not deductlble for federal income tax -
purposes. - - o o

Net Income. Net income increased $39.9 rnillion durirtg" 2005 compared to 2004 due .
primarily to the loss on early extinguishment of debt that was recorded during 2004 and the . .
increases in operating mcome prevrously noted. o oo _ :

qumdnty and Capltal Resources

. Our capital requiremeénts have historically been financed with cash flows from operatlons
proceeds from issuances of our debt and common equity securities; and borrowings under
.our credit facilities. We require capital to fund on-going operations, vessel construction, retrofit
or conversion, acquisitions, vessel recertifications, discretionary capital expenditures and debt
service. The nature of our capital requirements and the types of our ﬁnancmg sources are not
expected to change srgnrf cantly durmg 2007. .

On September 27,2006, we entered into a new senior secured revolvung credit facility -
with an increased current borrowing base of $100.0 million and an accordion feature that
allows for an increase in the size of the facility to an aggregate of $250.0 million in certain
circumstances. The new senior secured revolving credit facility replaced our prior revolving
credit facility. The new facrllty has a maturity date of ‘September 27, 2011. As of
December 31, 2006, we had $100.0 million of credlt |mrned1ately available under such new
revolving credit facility. ’

We have historically made, and may make additional, short-term draws on our.revolving
credit facility from time to time to satrsfy scheduled capital expendrture requirements or for
other corporate purposes: Any liquidity.in excess of our planned capital expenditures will be
utilized to repay debt or fi nance the implementation of our growth strategy, which includes
expanding our fleet through the construction of new vessels, conversion or retrofit of existing -
vessels or acquisition of additional vessels, including OSVs, MPSVs, AHTS vessels, fast -
supply vessels, ocean-going tugs, tank barges and tankers as needed to take advantage of
the market demand for such vessels . - :

We believe that our current 'working capital, projected cash flows from operations and :
available capacity under our revolving credit facility, will be sufficient to meet our cash ~
requirements for the foreseeable future and will fund our previously announced vessel
newbuild and conversion programs, including the expansion of such programs announced
since their commencement. Although we expect to continue generating positive working
capital through our operations, events beyond our control, such-as declines in expendltures
for exploration, development and production activity, mild winter conditions or a reduction in

“domestic consumption of refined petroleum products, may affect our financia! condition or .
results of operations. Depending on the market demand for OSVs, tugs.and tank barges and
other growth opportunltres that may arise, we may reqU|re addltlonal debt or equlty ﬂnancmg

Constructlon costs related to our MPSV conversion program Phase 2 of our fourth OSV -,
.newbuild program and our second. TT8B newbuild program will be funded, in part, with cash on
hand, including a portion of the proceeds from our October 2005 common stock offering and -
concurrent senior note offering, our November 2006 convertible senior | note offenng and
projected cash flows from operatlons
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" CashFlows = .. -

Operat:ng Activities.  We rely pnmanly on cash flows from operatrons to provide working
capital for current and future operations, Cash flows from operatlng activities were $131.8
million in 2006 $75.8. mllhon in 2005 and $21:4 millior in'2004. The i mcrease in operating .
cash flows from 2005 to 2006 was the result of substantlally improved market conditions in
both of our busmess segments and the growth of our fleet as a result of acqursmons and new
construction. In addltron our cash flows from operations for 2006 reﬂect a full period of
revenue contribution from two ‘additional AHTS vessels and five new double hulled tank’ -
bargesthat were placed i in service during 2005 offset in part, by hlgher deferred drydockmg
costs. The increase in operatlng cash flows’ from 2004 to 2005 was primarily related to
substantiaily |mproved market conditions in both of our business segrments, reduced drydock
expenditures, the growth of-our fleet and the net effect of the bond refinancing thatwe .~ . .~
commerniced in November 2004, which resulted in a lower interest rate and a change-in the

“timing of our interest payments. Our cash flows from operations should be positively impacted
in 2007 by the partial year of revenue contribution from the three hew double-hulled tank
barges that are expected to be delivered‘on various dates throughout 200?

As of December 31, 2006 we had federal tax net operatmg loss carryforwards of
approxlmately $37.3 ‘million:available through 2025 to offset future federal taxable income.
These federal tax net operating losses were ‘generated primarily through accelerated tax
depremanon applled to our vessels: Our usé of these tax net operatlng losses and addutlonal
future tax benefits, may be limited. due to U S. tax Iaws

Investing Actrwt.'es . Net cash used in mvestmg activities was $87.1 million in 2006
$120 6 million in 2005 and $61.4 million in 2004. Cash utilized in 2006 consisted of
construction costs incurred for our first'and second TTB newbuild programs, our MPSV
conversion program, our fourth OSV newbuild program and improvements made to our shore-
based. port facility. The cash utilized for investing activities during 2006 was partially offset by
approximately $4.1 million of cash inflows from the sale'of a single-hulied tank barge and an-
 ocean-going tug Cash invested for 2005 prlmanly consisted of construction costs incurred for
. our first TTB newbuild program and the acquisitions .of two foreign-flagged AHTS vessels and
" one coastwise tanker, the latter of which is being retrofitted under our MPSV conversion
program. The ‘cash utilized-for mvestmg activities during 2005 was partially offset by -

. approx1matety $4.3 million of net cash inflows from'the sales of two retired singlé-hulled tank
barges and two. ocean-gomg tugs. Cash mvested for 2004 primarily consisted of construction
costs incurred for our first TTB newbuild program and other vessel capital expenditures.

- Investing activities for. 2007 are anticipated to include costs related to our MPSV conversion
program, our'second TT8 ‘newbuild program, Phase 2 of our fourth OSV newbuild program,
retrofit and construction of additional vessels, and other capital expenditures, including

" dtscretlonary vessel modifications and corporate prolects v

F:nancmg Act:wttes it Net cash prowded by fi nancmg actlvmes was $157.8 million in-
2006, $262.2 million in 2005 and $81.4 million in 2004. Net cash provided by financing
_ activities for 2006 primarily-resulted from-net cash proceeds generated from our November
' 2006 convertible senior note offering and the accompanying convertible note hedge, warrant
' sale, and stock repurchase transactions Net cash provided by finaricing activities for 2005
primarily resulted from our. October 2005 public offering of 6.1 miliion shares of our common
stock resulting in net proceeds of approximately $205.4 million. We also received
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approximately $73.1 million in net proceeds in connection with the concurrent prlvate
placement of an additional $75.0 million in aggregate principal amount of.our 6.125% senior
notes due 2014, or additional notes, under our indenture dated as of November 23, 2004. The
additional notes were priced at 99.25% of prmcrpal amount to yield 6. 41% and have
substantially the same terms as the existing 6.125% senior notes |ssued in November 2004.

.Net cash provided by financing activities durrng 2005 was also offset by the redemption of the
$15.5 million-non-tendered 10. 625% senior notes in January 2005, Flnancmg activities durlng

2004 consisted of cash inflows generated by the. March 2004 initial public offering of our
common stock and the November 2004 i issuance of 6.125%. senlor notes. These cash inflows
were of'fset by the repayment of dmounts then outstandlng on.our revolvmg credit facility in

. March 2004 and the November 2004 repurchase of 91% of our outstandmg 10.625% senior

notes.-

-

Commltments and Contractual Obllgatlons

The following table sets forth our aggregate contractual cbllgatlons as of December 31,
2006 (in thousands) I

.
N -

) : e - Lessthan = . 2y .. . .
Contractual Obligations ‘ . . . Total ©. 1Year . 1-3Years  3-5Years Thereafter
6.125% senior notes (1) . $ 300, 000 $ —.% . —. % . — $300000
1.625% convertible senior notes (2) .. 250,000 . =" . =—. %-‘— 250,000
Interest payments {3) .- 220 127, . 22 438 '67,_3_1_3_‘ 67,313 63,063
Operating leases (4) N [ T 722628 5318 - 3,572 1,380 12,358

Vessel construction commltments (5) 444,208 .. ,239 985 :.204,223, & — . —_

$1.236.'963 $292,264 -$299,908' $68,693 . $625,421

(1) Our 6.125% senior notes matura on December 1 2014 and mclude 3503 of criglnal issue d|sccunt - v

{2} Our 1.625% convertible senior notes, with an initial interest rate of 1.625% per year, declmmg to 1, 375% begmmng on November 15, 2013,
mature on November 15, 2026. Holders of the convemble senlor notes may convert their notes at their optlcn pursuant to the factors noted in
the *Debt” section below. =~

Interest payments relate to our 6, 125% senior notes "due December 1 2014 and our 4 625% convertlble senior notes due November 15, 2026
with semi-annual interest payments of $9.2 million payable June 1 and December 1.and $2.0 .mitlion payable-May 1 and November 1,

{3

I

respectively. Our semi-annual Interest payments for our convertible senlor notas will decllne to $1. 7 million for |nterest payments made after -

Novemnber 15, 2013,

(4) Included in operating leases are commitmsents for vessel rentals a shore—based port facility, oﬁ' ice space oﬁ' ce equlpment and vehlcles Ses A

1

*—Properties” for additional information regarding our leased office space and ather facilities. - K

(8) The timing of the incurrence of these costs ig sublect to change among periods based on the achlevement of shlpyard milestones, howaver

the amounts are not expected to change matenally In the aggregate |

~ ]

Debt

On August 31 and September 1 2005 respectlvely we. f ted with the Comm|SS|on
registration statements on Form $-3 and Form S-4 in connection with a $350.0 million . . -
universal shelf and a $150.0 million acquisition shelf. On September 15, 2005, each of these
registration statements was declared effectlve by the Commission. On October 5, 2005, we
closed an underwritten public offering of 6.1 million shares of.our common stock- under the
Form $-3 universal shelf for total gross proceeds to us of $215.6 m|II|on before underwriting
dlsccunts commlssmns and offermg expenses. - - Cres

LS

On October 5, 2005 we used a portion of the net proceeds from the publlc offerlng of .
common stock and concurrent private placement of additional 6.125% senior notes to pay
down:-our then-outstanding $21.0.million balance under-our prior revolving credit facility due
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‘February 2009 to a zero balance. On Séptember 27,2006, we entered into a new senior .
secured revolving credit facility due September 2011 with an increased current borrowing
base of $100.0 million and an accordion feature that allows for an increase in the size of the
facility to an aggregate of $250.0 million in certain circumstances. The new senior secured
revolving credit facility replaced our prior revolving credit facility. As of December 31, 2008,
we had zero drawn and $100.0 million of credlt immediately avattable under such new

. revolving credit faC|I|ty

As of December 31, 2006, we had outstanding debt of $299.5 million, net of original issue

discount, under our 6.125% senior unsecured notes, or senior notes. The effective interest

. rate on the senior notes is 6.38%. Semi-annual cash interest payments of $9.2 million are due
- and payable each June 1 and December 1. The senior notes do not require any payments of

* principal prior to their stated maturity of December 1, 2014, but pursuant to the 2004

indenture under which the senior notes were issued, we would be required to make offers to

- purchase such senior notes upon the occurrence of specified events, such as certain asset

sales.or a change in control.

On November 13, 2006, we completed a private offering of $250.0 million of our 1.625%
convertible senior unsecured notes due 2026, or the convertible notes, to ' quallf ied
mstltutlonal buyers” pursuant to Rulé 144A under the Securities Act. During the first quarter of
2007, we registered the resale of the convertible notes by the holders thereof. The convertible
notes will initially bear interest at a fixed rate of 1.625% per year, declining to 1. .375%
beginning on November 15, 2013, payable semi-annually on May 15 and November 15 of
each year, with the first interest payment payable on May 15, 2007. The convertible notes are
convertible into shares of our common stock at aninitial conversion price of ‘approximately
$48.48 per share, upon the occurrence of certain events, including the closing price of our

common stock exceeding 137.5% of the conversion price per share for 20 of the last 30
trading days of any calendar quarter. If, upon the occurrence of certain events, the holders of
the convertible notes exercise the conversion provisions of the convertible notes, we may
need to remit the principal balance of the convertible notes to them in cash as discussed

below. As such, we would cIassufy the entire amount of the convertible notes outstanding asa

current liability in the respective quarter. This evaluatlon of the classification of amounts

- outstandlng associated with the convertible notes will occur every calendar quarter. Upon

conversion, a holder will receive, in lieu of shares of common stock, an amount of cash equal
to the lesser of (i) the principal amount of thé convertible note, or (i) the conversion value;
determined in the manner set forth in the indenture governing the convertible notes, of a
number of shares equal to the conversion rate. If the conversion value exceeds the principal
amount.of the convertible note on the conversmn date, we will also deliver, at our election,
cash or shares of our commaon stock or a combination of cash and shares of our common
stock with respect to the- conversion.value upon conversion. If conversion occurs in. .
connection with a change of control, we may be required to deliver additional’ shares of our .
common stock by i increasing the conversion rate with respect to such convertible notes.

We used a portion of the $243 8 million in net proceeds of the convertlbie notes offering,
along with the $51.9 million in proceeds from the sale of warrants, to fund the $75.8 million
cost of convertible note hedge transactions and the $63.3 million cost to repurchase -
approximately 1.8 million shares of our common stock contemporaneously with the closing of
the convertible notes offering. The remaining net proceeds of the convertible notes offering
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and the warrant transactions of approximately $156.6 miliion will be used for general -
corporate purposes,- moludrng possible future acquisitions and addmonal new vessel - i
constructlon e o _ o o ..

Hoiders of the convertible notes may convert their notes prior to the close of busmess on
the business day before the stated maturity date based on the applrcable conversron rate only
under the following circumstances: - <

+ during any calendar quarter beginning after March 31, 2007 (and only durrng such
calendar quarter), if the closing price of our shares of common stock for at least 20
trading days in the 30 consecutive trading days ending on the last trading day of the -
immediately preceding calendar quarter is more-than 135% of the conversion pnce per
share, which is $1,000 divided by the then applicable-conversion rate;-

. pr|or to November 15, 2013, during the fye business day period after a 10 consecutive
trading day period in which the trading price per $1,000 principal amount-of convertible
- notes for each day of that period was less than 95% of the product of the closing price
for our shares of common stock for each day of that period and the number of shares
of common stock issuable upon conversron of $1,000 prrncrpal amount of the
convertible notes;

. |f the convertlble notes have been called for redemption, or

. upon the occurrence of specified corporate transactions, as det" ned by the convertrble
note agreement

The initial conversron rate is 20.6260 shares of common stock per $1 000 prmolpal
amount of the convertible notes. This is equivalent to an initial conversion prrce of
approxrmately $48.48 per share of common stock.

In addltlon holders of the convertible notes have the nght to requrre us to purchase aII or
a portion of their notes on each of November 15, 2013, Noveniber 15, 2016 and N
November 15, 2021. Among other conditions, the holders of the convertrble notés will be
required to deliver a written purchase notice to a paying agent with such notice being
delivered beginning any time from the opening of business on the date that is 20 business’
days prior to the relevant purchase date. The purchase price payable will be equal to 100% of
the principal amount of the notes to be purchased plus any accrued and unpard mterest
including any additional amounts, to such purchase date.

Prior to November 15, 2011, the convertible note’s will not be redeemable. However, on
or after November 15, 2011, but prior to November 15, 2013, we may redeem for cash all or
part of the convertible notes provided that the last reported sale price of shares of our
common stock is greater than or equal to 135% of the conversion price then in effect for at
least 20 trading days within a period of 30 consecutive trading days and proper notice, as
described in the convertible note agreement has been given'to the trustee holder of the -

" convertible notes and the paying agent. On or after November 15, 2013, we may redeem for
cash all or part of the convertible notes at any time provided notice is given to the trustee
holder of the convertible notes and the paying agent

We are obligated to use reasonable best efforts to cause a shelf registration statement
covering the resale of the convertible notes and the common stock issuable upon the -
conversion of the convertible notes to become. effective under the Securities Act no later than
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180 days.after the orlgmal date of i |ssuance of the notes. We have agreed to keep such shelf
regrstratlon statement effective until the earlier of (i) the sale pursuant to the shelf registration
statement of all of the convertible notes and/or shares of common stock issuable upon
conversion of the convertible notes, and (ii) the date when the holders, other than the holders
that are our affiliates, of the convertlble notes and the common stock |ssuable upon
conversion or the convertible notes are able to sell all such securities |mmedaately without

- restriction pursuant to the volume limit provisions of Rule 144(k) under the Securities Act or
any successor rule thereto or otherwise. We will be required to pay additional interest, subject
to some limitations, to the holders of the convertible notes if we fail to comply with our
obllgatlons to keep such she!f regnstratlon statement effective for the specﬁ" ed time period.

‘ o B s o

_ For additional information’ with: respect to our new revolving credit faC|I|ty, our 6 125%
senjor notes and our 1 625% convettible senior notes, please refer to Note 6 of our
consolldated financial statements mcluded herein.

N

Caprtal Expend:tures and Related Comm:tments

The foIIowmg table. sets forth the amounts mcurred before constructlon perlod mterest
_dunng the year ended December 31 2006 and since each program’s inception, respectively,
as well as the estimated total project costs for each of our current expansion programs {in
: mllhons) -

A

For the Year Incurred  Estimated Projected
Ended Since -Program . | Dellver}r
December 31, 2006 Inception Totals (1} Dates { )
_Growth Capltal Expendltures '
Active: : -
MPSV conversion program (2) ........... : $27.3 - $39.2- $150.0  1Q2008-2Q2008
TTB newbuild program#2 (3) ............ 187 194 . 70.0 1Q2007-4Q2007
OSV newblild program #4 (Phase 2) (4) . 221 221 305.0 1Q2008-1Q2010
Pending: = ' ’ ‘ o
Qosv newburld program #4 {Phase 1) {4) . — — 1700 TBD
| Total ............. SR . $65.1 $80.7  $695.0. '

TBD —to be determined .

1 Estlmated Program Totals and Projectad Dehvery Dates are based on intamal estimates and are subject o change due to delays and possnble

' cost oven‘uns inherent in any large construction project, including shortages of equipment, lack of shipyard availability, unforeseen engineering

: problems *work stoppages weather interference, unanticipated cost mcreases inability to obtain necessary certifications and approvals and

shortages of materials, component equipment or skttlad iabor. Al of the ‘above historical and budgeted capital expenditure project amounts for

our active and pending newbuild and convarsion programs represent estimated cash cuttays and do not include any allocation of capltallzed

construction period mteresl Projected detwary dates oorrespond to existing vessets that are currently oontracted wrth sthyards for
construction, retrofit or conversion.* LA .

(2) InMay 2005 we announced a conversion program to retrof 1 two coastwise sulfur tankers into LS. ﬂagged new generatlon 370 class MPSVs

We have contracted for the retrofit and convarsion of these two vessels at a domastic shipyard. The MV W K. McWilliams, Jr., which we

- acquired in November 2001 and renamed the Energy Service 9001,-and the M/V Benno C. Schmidt, the sister vessel to the Energy Service

9001 that we acqunred in May 2005, are the two ooast\mse tankers that are oemg convarted and m!l be renamad upcn delrvery under the

MPSV convarsmn program. - -

{3) In September 2005, we announcad our seoond TTB newbuild program which is expected to be compnsed of muttlple new double-hulled tank
barges with an aggregate 400,000 barrels of additional canmying capacity and ralated ocean-going tugs to be used as power units for new and
existing barges. On August 3, 2006, we announced an expansion to the scope and specifications of the vessels to be constructed under the
sacond TTB newbuild program, including the potential construction of additional tugs. With nearly all of our barges currently operating under

_» time charters rather. than COAs, we pow plan to transition our TTE flaet toward a 1:1 tug- -to-barge ratio. We are currently committed under
* vassel construction contracts with one domestic shipyard to build three 60,000-barrel double-hullad bargas under this program and another
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domestic shlpyard for the retrofit of four 3, 000 horsepower ocean-going tugs that were purchased |n July 2006 The aggregate cost to acquire
and retrofit these four tugs Is included in the totat project budget noted above. The precise number, spec:r cations and delivery dates of the

. remaining vessels to ba constructed-or acquired and retrofitted under, this program will be finalized as decisions’ are reached to commence -
lmplementatlon of the remalnder of the program- based on certain internal miléstones, mcludmg the negotlahon of acceptable sh:pyard S
contracts. - . .. -

~In September 2005 we announced our fourth OSV newbuild program. Phase 1 of our fourth OSV newbmld program was mmally compnsed of
an innovative hlgh-end proprietary “Hass of vessel that would add approximately 20,000 deadwelght tons of capacity at an aggregate cost of
$170.0 million, However, Phase 1 has been deferred until more favorable shipyard conditions materialize for the constructlon of the type of -
vessels contemplated under this phass. In February 2006, we announced Phase 2 of our fourth osv" newbulld program which is now

. expected to add, in the aggregate, approximately 38,000 deadwaight tons of capacity to our OSV fleet. We are now oommrtted under vessel
construction contracts with two domest1c shlpyards to build four 240 ED é&lass OSVs and nlne 250 EDF class OSVs respechvely under Phase
20fth|sprogram ) -.' ) : ) vt : s iy L

[P 0
. . AT . . ", +

Dunng calendar 2007 we expect to drydock a total of eteven OSVs four tugs and three
tank barges for recertifi cation and/or discretionary vessel enhancements, and toincur-
non-vessel capltal expendltures re|ated primarily to information technology |n|t|at|ves

~ transportation assets and corporate projects. The followmg table summarizes, the costs - -
incurred for those purposes for the years ended December 31, 2006 2005 and 2004 and a
forecast for. 2007 (|n mltllons and prior to construction perlod mterest as applrcable)

Year Ended December 31, 1
: o e 2007 @ _2006¢ 2005 2004
Maintenance Capital Expenditures:- .+ . ‘Forecast .- Actual  Actual . -Actual .. -
Deferred drydocking charges. .. ...... v 31470018129 $68  $. 85
Other vessel capital improvements ; 7.0 84 ~40-"..88
Mlscellaneous non-vessel additions .. 7.2 51+ .26 1.0

$28.9 - $264 $134 $183

. . ' ;' )
Inflation . - ' X}

-

To date, general mﬂatronary trends have not had a matenat effect on our operatlng
revenues or, expenses : L

L. . . 4
sy BN A&

v .

Forward Looklng Statements : . :' L

} -+ We make forward Iookmg statements in this Annual Report on Form 10-K, |nclud|ng L
o certain information set forth in the sections entitled “Business and Properties”and. ... o
“Management's Discussion . and Analysis of Financial Condltlon and Results of Operatlons
We have based these fomrard -looking statements on our current views and assumptlonsL
about future events and ¢ our future financial performance You can generally rdentlfy forward-
looking statements by. the appearance-in. such a statement of words like “anticipate,”
“bélieve,” “continue,” “could;™ *estimate,” "expect " “intend,” “may,” “might,” “plan,” "potentlal ?
| “predict,” “férecast”, "prOJect " “should” or “will" or other comparable words or the negative of
such words. When you consider our forward- Iooklng statements, you should keep in mind the -
"~ fisk factors and other cautlonary statements we |nclude in this Annual Report on Form 10-K. .

LY L)

In addition to the-risk factors specified elsewhere inthis Annual Report on Form 10-K, the
‘ risks, uncertamtles and assumptlons to WhICh these forward Iooklng statements may be
L _ subjectare - e . - - SR

r

I . . SR

SRR actlwty Ievels in the energy markets ' T _

., changes in oil and _natural gas pnces.




L » L 23 i ] -

catastrophlc manne d|sasters H

e

‘increases in supply ‘of vessels rn our. markets

the effects of competltron

our abrllty to complete vessels under constructlon or conversron programs wrthout

v

31gn|f icant delays or cost overruns S .
“our ability to mtegrate acquisitions successfully, ‘

our. abllrty to malntaln adequate levels of i msurance "

changes in demand for refined petroleum products orin methods of delivery;
loss of existing customers and our ability to attract new customers

changes in Iaws S e

changes in domestlc and international economlc and polltlcal condmons
changes in foreign currency exchange rates; N e

adverse domestlc or forergn tax consequences '

uncollectrble accounts recelvable or Ionger coIIectron perlods on such accounts;

-+

t"nanmal stablllty of our customers

, retentron and new h|r|ng of skllled employees and our management f,

Iaws governrng the health and safety of our employees worklng offshore

“

b7

collisions or allrsrons\ . . o _
shrpyard detays in drydocklngs ' - o “. .
adverse weather and sea conditions; ) R '
orl and hazardous substance spills; h
war and terrorrsm ) ‘ . 53

. acts of God R

our ability to frnance our operatlons and cap|tal reqmrements on acceptable terms and
access the debt and equrty markets A U U S

-

) © Our fonrvard lookrng statements are only pred|ct|ons based on our expectatlons at the
- . time of such statements: Actual events or results’ may “differ materrally from. those described in
__any forward-looking statement We undertake no oblrgatron to' update or,revise any. forward-
"'-‘,;Iooklng statements, whether as a'result of new information,.future events of- otherwuse To the
o extent these risks, uncertainties. and assumptrons give rise to events that vary from our
expectatlons the fonrvard Iookmg events drscussed in this Annual Report on Form 10-K may

not OCCUI’

Y
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Item 7A—Quantitative and Qualitative Disclosures About Market Risk

We have not entered into any derivative financial instrument transactions to manage or
reduce market risk or for speculative purposes, other than the convertible .note hedge and
warrant transactions entered into concurrently with our convertible note offering in November -
2006. Such transactions were entered into to mitigate the potential dilutive effect of the

_conversmn feature of the convertible notes on our common stock.

Changes in interest rates may result in changes in the fair market value of our financial
instruments, interest income and interest expense. Our financial.instruments that are exposed
to interest rate risk are cash equivalents and long-term borrowings. Due to the short duration
and conservative nature of our cash equivalent investment portfolio, we do not.expect any
material loss with respect to our investments. The book value for cash equwalents is
considered to be representatlve of its falr value. - :

PR

We are sub}ect to interest rate risk on our long-term fixed mterest rate 6. 125% senlor
notes and 1.625% convertible senior notes. In general, the fair market value of debt with a
fixed interest rate will increase as interest rates fall. Conversely, the fair market value.of debt
will decrease as interest rates rise.- The currently outstanding 6.125% senior notes accrue . -
interest at the rate of 6.125% per annum and mature on December 1, 2014 and the effective
interest rate on such notes is 6.39%. Our outstanding 1.625% convertible senior notes accrue
interest at the rate of 1.625%, which will decline to 1.375% beginning on November 45, 2013,
and mature on November 15, 2026 and the effective interest rate on such notes is 2.04%. Our
revolving credit fac1I|ty has a variable’ mterest rate and, therefore is not subject to mterest rate -
nsk . : T .- o - ;

Our’ operatlons are primarily conducted between U.S. ports, mcludmg along the coast of
Puerto Rico, and historically we have not been exposed to foreigh currency fluctuation.
However, as we expand our operations to international markets; we may become exposédto -
certain-risks typically associated with foreign currency fluctuation. We currently have time -
charters for four of our OSVs for service offshore Trinidad. Although such contracts are
denominated and will be paid in U.S. Dollars, value added tax, or VAT, payments are paid in
Trinidad & Tobago dollars which creates an exchange risk related to currency fluétuations. in -
addition, we are currently operating under fixed time charters with one of our other OSVs and
our fast supply vessel for service offshore Mexico. Although we are paid in U.S. Dollars, there
is'an exchange risk to foreign currency fluctuations related to the payment terms of such time
charters. To date, we have not hedged against any foreign currency rate fluctuations
associated with foreign currency VAT payments or othér foreign currency denominated
transactions arising in the normal course of business. We continually monitor the currency
exchange risks associated with ccnductlng international operatnons To date, galns or losses
associated with such fluctuations have not been material. :

Item 8'—Financial 'St'atem'ents and Supplementary Data

The financial statements and information required by thls Item appear on pages- F-1-
through F-24 of thrs Annual Report on Form 10- K SR

A
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Item 9—Changes in and D:sagreements with Accountants. on Accounting.and Fmanc:al
Disclosures . LT T AR L Do

None

N 2 : '
Item 9A—Controls and Procedures s T e S
[T . T ' . ' E .'_ ."&;'L.

Disclosure Controls and-Procedures -

Our management with the partlmpatlon of.our Chlef Executive Officer and.Chief -
Financial Officer; has evaluated the effectiveness of our dlsclosure controls and’ procedures
(as such term is defined in Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act
of 1934, as amended (the “Exchange Act")) as of the end of the period covered.by this report.
Based on that evaluation, our Chief Executive Officer and Chief Financial Officer have -
concluded that, as of the end. of such period, our disclosure controls and procedures were.
effective to ensure that information required to be disclosed by us in reports that we file or
'submit under the Exchange Act is recorded, processed, summarized and.reported within the
time periods specified in the Securities and Exchange Commission’s rules and'forms; and -
that such information is accumulated and communicated to our.-management, including our
Chief Executive Officer and Chief Flnanclal Oﬁ" cer, as approprlate to allow tlmely deC|S|ons
regardlng reqmred disclosures. :

Internal Control Over FlnanCIaI Reportlng

Management of the Company is respon5|ble for establishing and malntalnlng adequate
internal control over financial reportmg,\as such term is defined in Rule13(a)-15(f) or Rule15d-
15(f) under the Exchange Act. Internal control over financial reporting is a process to provide
reasonable assurance regarding the rellablllty of our financial reporting for external purposes
in accordance with U, S generally accepted accounting principles. Internal control over
financial reporting mcludes maintaining records that, in reasonable detail, accurately and fairly
reflect our transactions; providing reasonable assurance that transactions-are recorded as-
necessary for preparation of our financial statements in accordance with U.S. generaily
accepted accounting principles; providing reasonable assurance that receipts and
expenditures of company assets are made-in accordance with authorizations of the
Company’s management and board of directors; and providing reasonable assurance that
unauthorized acquisition, use or disposition of company-assets that could have a material
effect on our financial statements would be prevented or.detected on-a timely basis. Because,
of its inherent limitations, internal contro! over financial reporting is not intended to prowde :
absolute assurance that a misstatement of our financial.statements would be prevented or
detected. In addition, projections of any evaluation of effectiveness to future periods are
subject to the risk that controls may become inadequate because of changes in conditions, or-
that the degree of. comphance with the policies of procedures may detenorate

-Under the supervision and with the participation of | our management mcludmg our Chief
Executive Officer and Chief Financial Officer, we conducted an evaluation of the effectiveness
‘of our internal contral over financial reporting as of. December 31, 2008, utilizing the criteria
set forth in the report entitled. Internal Control — Integrated Framework issued by the -
Committee of Sponsoring Organizations of the Treadway Commission (COSO). Based upon
such assessment, our management concluded that our internal control over financial -
reporting was effective as of December 31, 2006.
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Ernst & Young LLP an mdependent reglstered publlc accountlng “firm; |ssued an
T -attestatlon report on our: management s assessment of the: effectlveness of our mternal
control over fi nancral reportlng as of December 31, 2006 : : -

.-,l‘ o

There were no changes in our mternal controls over- ﬁnancnal reportlng that occurred
dunng the quarter ended December 31, 2006; that have materlally aﬁected or are reasonably
Ilkely to matenally affect our. mternal control over fi nanmal reportlng




REPORT OF lNDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

ke r

. The Board of Dlrectors and Stockholders .
Hornbeck Offshore Servnces Inc o

We have auduted management s assessment mcluded in the accompanyung Management s
Report on Internal Control Over Financial Reporting, that Hornbeck Offshore Services, Inc.
maintained effective internal control over financial reporting-as of December 31, 2006, based
on criteria established in Internal Control—integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission' (the COSO criteria). Hornbeck’

~ Offshore Services Inc.'s management is responsible for maintaining effective internal contro!
over financial reporting and for its assessment of the effectiveness of internal control over
financial reporting. Our responsibility is to express an opinion on management’s assessment
-and an opinion on the effectiveness of the company's internal control over financial reporting
based on-our audit.

We conducted our audit in accordance wnth the standards of the Public Company Accounhng
Oversight Board {United States) Those standards reqmre ‘that we plan and perform the audit |
to obtain reasonable assurance. about whether. effectlve mternal control over fi nancial )
reporting was maintained. in all matenal respects. Our audnt mcluded obtalnmg an .
understandlng of intérnal control.over financial reportlng, evaluating management’s

- assessment, testing and evaluatlng ‘the design and operating effectiveness of internal control
and performing such other procedures as we considered necessary in the cnrcumstances We
believe that our audit provides a reasonable basis for our opunlon

A company’s |nterna| control over financial reporting is a process designed to provide vt
reasonable assurance regarding the reliability of financial reporting and the preparation of . o
financial statements for external purposes in accordance with generally. accepted accounting

principles. A company's internal control over financial reporting includes those policies and

procedures that (1) pertain to the maintenance of records that, in reasonable detail, accurately

and fairly reflect the transactions and dispositions of the assets of the company; (2) provide

reasonable assurance that transactions are recorded as necessary to permit preparation of

financial statements in accordance with generally accepted accounting principles, and that

receipts and expenditures of the company are being made only in accordance with

authorizations of management and directors of the company; and (3) provide reasonable

assurance regarding preventlon or tlmely detection of unauthorized acquisition, use, or .

disposition of the company’s assets that could have a material effect on the fi nancial

statements.

Because of its inherent limitations, internal controt over financial reporting may-not prevent or

detect misstatements. Also, projections of any evaluation of effectiveness to'future periods

are-subject to the risk that controls may become inadequate because of changes in - '
conditions, or that the degree of compllance with the policies or procedures may deterlorate

In our opinion, management s assessment that Hornbeck Offshore Services, Inc. maintained
effective internal control over financial reporting as of December 31,:2008, is fairly stated, in.
all material respects, based on the COSO criteria. Also, in our opinion, Hornbeck Offshore
Services, Inc. maintained; in all material respects, effective internal control over financial
reporting as of December 31, 2006, based on the COSO criteria. ' = '
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We also have audited, in accordance with the standdrds of the Publrc Company Accounting
Oversight Board (United States) the consolldated balance sheets of Hornbeck Offshore
Services, Inc. as of December 31, 2006 and'2005, and the- related consolidated statements of
- operatrons ¢hanges in'stockholders’ equity, and cash flows for-each of the three years in the -
period ended December 31; 2006, of Hornbeck Offshore Services, Inc and our report dated '
March 1, 2007 expressed an unquallf ed’ oplnlon thereon: :

. " T I )
New Orleans, Louisiana
March 1, 2007 -

o Emst & Young LLP. -

Item QB—Other Informatron .
o MY AT

Effectrve!ncome TaxRate “'f": . e \

¥

In connectlon with our 2006 year-end financial statement closmg process we completed -
our evaluatlon of the accountlng treatment of the tax benef ts related to our November 2006
convertible note offenng and concurrent convertlble note hedge and warrant transactrons We_'
are accountlng for the tax benet" ts of our recent fi nancung through the’ balance sheet rather
than the income statement As a "result, our effective tax rate for 2006 i is '36.3% and our L
effective tax raté for 2007 is expected to be 36.5%. For a further discussion of our accountlng ‘
treatment of these tax benet~ ts see Notes 6 and 9 of the notes to our, consolldated f nancral '
statements ' ‘- :
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. PART HI _
Item 10—Drrectors and Executrve Off' cers of the Regrstrant

- The mformatlcn required under thls |tem is incorporated by reference herern from the :
Company’s definitive 2007-proxy statement anticipated to be filed with.the Securities and

Exchange Commission wrthm 120 days after December 31, 2006.

Item 11—Executive Compensatron

e The information required under this item is’ incorporated:by reference hergin from the -
Company’s definitive 2007 proxy statemenit anticipated to be filed with the Securltles and

Exchange Commission wrthln 120 days after December 31, 2006.

Iltem 12—Secun’ty Ownership of Certain BeneﬁciaI'Owners and Managemen:t_ancf_ ,
Related Stockholder Matters ‘ .

The information required under this. |tem is mcorporated by reference herein from thel
Company s definitive 2007 proxy statement antrcrpated to be filed wrth the Securrtles and

Exchange Commrssron wrthrn 120 days after December 31, 2006

Item 1 3—Certam Relaticnshrps and Related Transacttons

- The information required under this item is incorporated by reference herein'from the

Company's definitive 2007 proxy statement anticipated to be filed with the Securities and
Exchange Commrssron within 120 days after December 31, 2006

Item 14—Prr'ncr'pal Accounting-Fees and Services R

- The information required under this itemn is mcorpcrated by reference herein from the

Company’s definitive 2007: proxy statement anticipated to be filed with the Securities and
Exchange Commission within 120 days after December 31, 2006. °

4
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PART v

Item 15—Exhrbrts Fmancral Statement Schedules and Reports on Form B K

: (a) The followmg |tems are filed as part of th|s report

1.

3

Exhibit -

Number

3.1

32

3.3

41

- 4.2

4.3

a4

45"

Financial Statements. The financial statements and information. required by !tem 8
appear on pages F-1 through F-31 of this réport. The Index-to Consolrdated
Fmanmal Statements appears on page F-1. :

: Fmancral Statement Schedules. All schedules are omitted because they are not ‘
: "appllcable or the required information is shown in the fi nanmat statements or the:

notes thereto
Exhibits.

W

Description of Exhibit ' 1

—Second Restated Certificate of Incorporatlon of the Company, as amended
* (incorporated by reference to Exhibit 3:1 to° the Company S Form 10-Q for the
quarter ended March 31, 2005)." o

‘Certificate of Desugnatlon of Series A Junior, Participating Preferred Stock filed with

the Secretary-of State of the State of Delaware on-June 20, 2003 (incorporated by
reference to Exhibit 3.6 to the Company’s Registration Statement on Form S-1

, dated September19 2003, Reglstratlon No. 333-108943). -~ - .-

—Fourth Restated- Bylaws of the Company adopted June 30, 2004 (incorporated by
reference to Exhlblt 3 3 to the Company s Form 10 Q for the quarter ended
June 30, 2004) : . : . Coae

—Indenture dated as of November 23 2004 between the Company, the guarantors.
. named therein and Wells Fargo Bank, National Association (as Trustee), including
table of contents and cross-reference sheet (mcorporated by reference to
Exhlblt 4.1t0 the Company'’s Current Report on’Form 8-K filed November 24,
2004)

—Specimen 6. 125% Senes B Senior Note due 2014 (lncorporated by reference to
Exhibit 4.5 to the Company’s Amendment No. 1 to Registration Statement on
Form S-4 dated February 7, 2005 Registration No 333-121557).

—Exohange and Reg|stratron nghts Agreement dated as of October 4, 2005
among Goldman, Sachs & Co., Bear, Stearns & Co., Inc., Jefferies & Company,
Inc., Hornbeck Offshore Services, Inc. and.the guarantors party thereto °
(mcorporated by reference to Exhibit 4.1 to the Company’s Current Report on
~Form 8- K filed October 7, 2005).

—Specimen stock certifi cate for the Company s common stock, $0.01 par value
(incorporated by reference to the Company s-amended Reg:stratlon Statement on
'Form'8-A/A dated September 3, 2004)" - -

Y

- -—-nghts Agreement dated as of June 18; 2003 between the Company and Mellon

Investor. Services LLC as Rights Agent which includes as.Exhibit-A the Certlflcate
of Desugnatlons of Senes A Junior Parhmpatmg Preferred Stock as Exhlblt B the
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* Exhibit
* Number

" 0
IS

_' ft.'s-"

4.7 ,

48

49

4.10
4.11

412

10.1

10.2%

Description of Exhibit

form of Right Certrﬁoate and as Exhibit C the form of Summary of Rights to
Purchase:Stock (incorporated by reference to Exhibit 4.1 to the Company s Current
Report on Form 8-K filed July 2, 2003).

— Amendment to Rights Agreement dated as of March 5, 2004 between the
Company and Mellon investor Services LLC as Rights Agent (incorporated by
reference to Exhibit 4.13 to the Company's Form 10-K for the period-ended
‘December 31 2003). . . DL

‘—Second Amendment to Rights Agreement dated as of September 3 2004 by and

- between the Company and Mellon Investor Services, LLC as Rights Agent
(incorporated by reference to Exhibit 4.3 to the Company’s-Form 8-A/A file
September 3, 2004, Registration No. 333-108943).

—Indenture dated as of November 13, 2006 by and among Hornbeck Offshore
Services,-Inc., the guarantors named therein, and Wells Fargo Bank,’ National
. Association, as Trustee (including form of 1.625% Convertible Senior Notes due
" 2026) (incorporated by reference to Exhibit 4. 1 to the Company S Current Report
on Form 8-K flled November 13, 2006)

——Reglstratlon nghts Agreement dated November 13, 2006 by and ‘among Hornbeck

- _Offshore-Services, Inc., the guarantors named therein, and Jefferies & Company, -

Inc. and Bear, Stearns & Co. Inc (mcorporated by reference to, Exhibit 4.2 to the
Company s Current Report on Form 8-K-filed November 13, 2006).

!—Conf rmation of oTC Warrant Confi rmatlon dated as of November 7, 2006 by and

"between Hornbeck Offshore Services, Inc. and Jefferies lnternatlonal Limited
(rncorporated by reference to Exhibit 4 6-to the Company s Current Report on °
Form 8-K filed November 13, 2006).

—Conf rmation of OTC Warrant Confi rmation. dated as of November 7, 2006 by and

~ between Hornbeck Offshore’ Servrces Inc and Bear, Stearns International Limited,
as supplemented on November 9, 2006 (incorporated by reference to Exhibit 4. 7to
the Company’s Current’ Report on Form 8-K filed November 13, 2006)

—Conﬁrmatron of OTC Warrant Confi rmatlon dated as of November 7, 2006 by and
between Hornbeck Offshore Servrces Inc. and AIG-FP Structured Finance
(Cayman) Limited, as supplemented on November 9, 2006 (mcorporated by
reference to Exhibit 4.8 to the Company's Current Report on Form 8-K filed
November 13, 2006). '

. —Facrlrtres Use Agreement effectrve January 1, 2008, and mcorporated

Indemnifi cation Agreement and amendments thereto (incorporated by reference to
Exhibit 10.1to the Company s Current Report on Form 8-K filed February 21,
2006)

—Dlrector & Advrsory Director Compensation Polrcy, effectlve February 14, 2006
(rncorporated by reference to Exhibit 10.15 to the Company s Form 10-K for the
period ended December 31, 2005).

'
'A
+
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Exhibit
Number

10.3t

10.4t

10.5¢

10.61 -

10.71

10.8t

10.0t

10.10t

10.111

10.12¢

10.13t

Description of Exhibit

. —Second Amended and Restated Hombeck Offshore Services, Inc. tncentwe

Compensation Plan, effective May 2, 2006 (incorporated by reference to Exhibit
10.1 to the Company's Current Report on Form 8-K filed May 4, 2006).

—Senior Employment Agreement dated effective January 1, 2001 by and between
-Todd M. Hornbeck and the Company (incorporated by reference to Exhibit 10.2 to
the Company's Registration Statement on Form S-4 dated September 21, 2001,
Registration No. 333-69826). _

—Employment Agreement dated effective January 1, 2001 by' and between Carl G.
Annessa and the Company (incorporated by reference to Exhibit 10.3 to the
Company’s Registration Statement on Form S-4 dated September 21, 2001,

- Registration No., 333-69826). - ‘

—Employment Agreement dated effective January 1, 2001 by and between James
O. Harp, Jr. and the Company (incorporated by reference to Exhibit 10.5 to the

- Company's Registration Statement on Form S-4 dated September 21, 2001,.
_Registration No. 333-69826).

—Amendrnent to Senior Employment Agreement dated effective February 17, 2003
by and between Todd M. Hornbeck and the Company (incorporated by reference

* to Exhibit 10.15 to the Company's Registration Statement on Form S-1 dated
September 19, 2003, Registration No. 333- 108943)

—Amendment to Employment Agreement dated effective February 17 2003 by and
‘between Carl G. Annessa and the Company (incorporated by reference to Exhibit
10.16 to the Company's Registration Statement on Form S-1 dated September 13,
2003, Registration No. 333-108943).

—Amendment to Employment Agreement dated effective February 17, 2003 by and
between James O. Harp, Jr. and the Company (incorporated by reference to
Exhibit 10.17 to the Company’s Registration Statement on Form S-1 dated
September 19, 2003, Registration No. 333-108943).

—Second Amendment to Senior Employment Agreement dated effective March 10,
2005 by and between Todd M. Hornbeck and the Company (incorporated by
reference to Exhibit 10.8 to the Company s Form 10-K for the penod ended
December 31, 2004).

—Second Amendment to Employment Agreement dated effective March 10, 2005 by
and between Carl G. Annessa and the Company (incorporated by reference to

. Exhibit-10.9 to the Company's Form 10-K for the period ended December 31,
., 2004).

—Second Amendment to Employment Agreement dated effective March 10, 2005 by
-and between James O. Harp, Jr. and the Company (incorporated by reference to
Exhibit 10.10 to the Company’s Form 10-K for the period ended December 31,
2004).

—Third Amendment to Senior Employment Agreement dated effective March 31,

2006 by and between Todd M. Hornbeck and the Company (incorporated by
74 |
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Exhibit
Number

10.14t

10.15t"

10.16

: Description of Exhibit

reference to Exhibit 10.1 to the Company s Current Report on Form 8-K filed
- April 4, 2006). A ,

—Third Améndment to Employment Agreement dated effective’ March 31, 2006 by
. and between Carl G. Annessa and the Company (incorporated by reference to
. Exhibit 10:2 to the Company’s Current Report on Form 8-K filed April 4, 2006).

‘—Third Amendment to Employment Agreement dated effective March 31, 2006 by

.. and between James O. Harp,.Jr. and the Company (uncorporated by reference to
Exhlblt 10.3 to the Company’s.Current Report on-Form 8-K filed April 4, 2006).

‘—Senior Secured Revolving Credit-Facility dated effective September 27, 2006 by
.« and among the Company and two of its subsidiaries, Hornbeck Offshore Services,

- -LLC and Hornbeck Offshore Transportation, LLC; and Wells Fargo Bank, N.A., as

10.17
1018

10.1QT

10.201 -

10.2171

10.22

10.23t
10_24_t

10.251

admlnrstratlve agent, Comenca Bank;, as. syndrcatlon agent, and the lenders party

, thereto (mcorporated by. reference to Exhlb:t 10.1to the Company s Current Report

. on Form 8-K filed October 3, 2006)

—Form of Indemnification Agreement for d|rectors officers and key employees
(mcorporated by reference to Exhibit 10.9to the Company’s Registration
Statement of Form S-1 fi Ied July 22 2002 Regrstrat:on No. 333-96833).

~Form of First Amendment to Indemnlf cation Agreement for Directors, Officers and
Key Employees (incorporated by reféfence to Exhibit 10.6 to the Company’s -
Form 10-Q for the quarter ended September 30, 2003)

‘—Form of Executive Non-Qualified Stock’ Option Agreement (mcorporated by

- reference to’Exhibit 10.16 to the Company S Form 10-K for the perlod ended
December 31, 2004). Ca :

&
—Form of Director Non-Qualified Stock Option Agreement (incorporated by
. reference to Exhibit:10.16 to.the Company s Form 10 K for the penod ended
December 31,2004). - . : . }

—Form of Employee Non- Qualified Stock Optlon Agreement (mcorporated by
. reference to Exhibit 10.16 to the Company s Form 10-K for the perlod ended
December 31, 2004). - : .

—Stockholders' Agreement dated as of June 5 1997 between the Company,
~Todd M. Hornbeck, Troy A. Hormbeck and Cari Investment Company (lncorporated’
~by reference to Exhibit 4.3 to the Company’s Reglstratlon Statement on Form S-1
filed July 22, 2002, Registration No. 333- 96833)...

__Formi of Executive Restricted: Stock Agreement (|ncorporated by reféerence to -
Exhibit 10.24 to the Company s Form 10-K for the perlod ended December 31,
2005). . L

—Formrof Director Restricted Stock Agreement (mcorporated by. reference to Exhlblt
10.25 to.the Company'’s Form 10-K-for the period ended December 31, 2005). .

—Form of Employee Restricted Stock Agreement (mcorporated by reference to
Exhibit 10 26 to the Company’s. Form 10-K for the period ended December 31,
2005) -

75




Exhibit .

. Number

10261

10.271

10.28t

10.29

10.30

10.31
10.32

21
o231
*31.1
*31.2
*32.1

#3292

Description of Exhibit

—Form of Restricted Stock Unit Agreement for Executive Officers (Tim:e Vesting)
(incorporated by reference to Exhibit 10 9 to the Company’s Form 10-Q for the
quarter ended September 30, 2006).

"—Form of Restricted Stock Unit Agreement for Non-Employee Directors (Tlme

Vesting) (incorporated by reference to Exhibit 10.10 to the Company’s Form 10-Q
for the quarter ended September 30, 2006)

—Form of Restricted Stock Unit Agreement for Executive Officers (Performance
Based) (incorporated by reference to Exhibit 10.12 to the Company s Form 10-Q
for the quarter ended September 30, 2006).

—Purchase Agreement dated November 7, 2006 by and among Hornbeck Offshore
Services, Inc., the guarantors named therein, and Jefferies & Company, Inc. and
Bear, Stearns & Co. Inc. as representatives of the Initial Purchasers named in
" Schedule | thereto (incorporated by reference to Exhibit 10.1 to the Company's
Current Report on Form 8-K filed November 13, 2006) '

—Confi rmation of OTC Convertible Note Hedge dated as of November 7, 2006 by
and bétween Hornbeck Offshore Services, Inc. and Jefferies international Limited
(lncorporated by reference to Exhibit 4.3 to the Company s Current Report.on
“Form 8-K filed November 13, 20086).. o

—Confirmation of OTC Convertlble Note Hedge dated as of November 7 2006 by
and between Hornbeck Offshore Services, Inc. and Bear, Stearns International
Limited, as supplemented on November 9, 2006 (incorporated by reference to
. Exhibit 4. 4 to the Company s Current Report on Form 8-K filed November 13,
2006) %

—Confirmation of OTC Convertible Note Hedge dated as of November 7, 2006 by
and between Hornbeck Offshore Services, Inc. and AlIG-FP Structured Finance
(Cayman) Limited, as supplemented on November 9, 2006 (incorporated by
reference to Exhibit 4.5 to the Company’s Current Report on Form 8-K filed
" November 13, 2006) '

-

'——Sub5|dranes of the Company

—Consent of Ernst & Young, LLP

—Certrf cation of the Chlef Executlve Officer pursuant to Sectron 302 of the
Sarbanes- Oxley Act of 2002. ‘

—Certification of the Chief Financial Officer pursuant to Sectlon 302 of the
Sarbanes-Oxley Act of 2002. .

' —~Certification of the Chief Executive Offi icer pursuant to Section 906 of the

Sarbanes-Oxiey Act of 2002.

—Certification of the Chief Flnancral Officer pursuant to Section 906 of the
Sarbanes- Oxley Act of 2002.

* Filed herewith.
‘ "+ GCompensatory plan ar arrangement under wh:ch executive officars or directors of the Company may participate.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of. Dlrectors and Stockholders
Hornbeck Offshore Servrces Inc )

We have audlted the accompanylng consolldated balance sheets of Hornbeck Offshore
Servrces Inc. and subS|d|ar|es as of December 31, 2006 and 2005, and the related _
consolidated statements of operatrons changes in stockholders’ equity, and cash ﬂows for
each of the thrée years in the period ended December 31, 2006. These fi nancial statements

~ are the responslbrlrty of the Company’s management. Our responsibility is to express an *
' opmron on these financial statements based on our audlts . ;

We conducted our audits in accordance with the standards of the Publrc Company

~ Accounting Oversrght Board (United States). Those standards require that we plan and

- perform the audlt to obtain reasonable assurance about whether the financial statements are
free of material misstatement.' An audit includes examining, on a test basis, evidence *
supporting the amounts and disclosures in the financial statements. An audit also mcludes
assessing the accounting principles used and significant estimates made by management, as
well as evaluating the overall financial statement presentation. We believe that our audlts
prowde a reasonable basis for our opinion: - . _ . S,

In our opinion, the financial statements referred to above present fairly, in all matenal
respects, the consolidated financial position of Hornbeck Offshore Services; Inc. and
subsidiaries at December 31, 2006 and 2005, and the consolidated results of their operations
and their cash flows for.each of the.three years in the period ended December 31, 2006, in
conformlty with U.S. generally accepted accounting prmcnples

o As drscussed in Note 8 to the consolrdated financial statements, in 2006 the Company
adopted the provisions of FASB No. 123 (revised 2004) regarding share-based payments. .

We also have audited, in accordance with the standards of the Publlc Cor_npany
Accounting Oversight Board (Unlted 'States) the effectiveness of Hornbeck Offshore
Services, Inc.'s internal control éver financial reporting as of December 31, 2006, based on
cnterla established in Internal Control—Integrated Framework issued by the Commlttee of .
Sponsoring Organizations of the Treadway Commrssron and our report dated March 1, 2007,
expressed an unquallﬁed opinion thereon

Ernst & Young LLP

New Orleans, Louisiana
March 1, 2007
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HORNBECK OFFSHORE SERVICES INC AND SUBSIDIARIES

L ~CONSOLIDATED BALANCE SHEETS
(In thousands except per share data)

e
v

Decembt:r 3,
L, . 2006 2005
Lon - ASSETS A
Current assets o : oo e S
.Cash and cash equwatents ...... e .' ....... e e - $-474,261 " 5271,739
* Accounts receivable; nét of allowance for doubtful accounts of $745 and T
$495, respectlvely ...... e e e .. 46,133 - 35,990
,Other current assets P e IEERREY e Co..o... 0 76,583 8,077
N Total current assets e . ... 526987 315,806
Property pIant and equupment net e PO e . 531,951 , 462,041
Goodwill, net ............. U ... . 2628 . 2628
Deferred charges net .............. s e .. 31,554 . - 15,904
Other assets P P P 15260 .. ‘296
- Total @SSELS ... ..l t.liee...,. $1,098,380 $796,675
| LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities: . . ‘
Accounts payable . 7. ... ... P A .. § 18472 .8 15709
Accrued interest ... . .. AT O B S e DT 22,314 1,653
Accrued payroll and benefits ............ e 7,859 6,590
. Deferred revenue . .-.... e e : 7603. . 24
- QOther accrued Ilablhtles ................... e e e 1,388 1,359
Total cuirrent Ilabxlmes ......................... P S 37,726 ,25,335
Long-term debt, net of ongmal |ssue dlscount of $503 and $551, E R
respectively ... .. RN U SO P 5. 549,497 . .299,449
Defeérred tax liabilities, net - ... .. .' ........ '. e 54,480 41,558
‘Otherhabllmes U e o s .. 1.0 1,804 0 838
L Total idbiliies .0 ..o .. 643,507 .367,180
Stockholders equlty SRR Y ' '
. Preferred stock: $0.01 par yalue 5, 000 shares authonzed no shares
issued and outstanding G .......0 . . .0n ol N —
Common stock: $0.01 par value; 100, 000 shares authorized; 25, 561 and . L B
.. 27,151 shares issued and outstandlng respectlvely ................ . v 255 271
. *Additional paid-incapital ....... A 321,909 372,303
" . Retainedearnings .................. TR e e 132,558 56,843
: Accumu!ated other comprehensive mcome e PP PO . 151 78
Total stockholders’ equity-. . ... ............ R e . " 454873 429495
Total liabilities and stockholders' equuty e ..., $1,008,380 $796,675

" The accompanying notes &ré'an intégral part of these consoj_i'dated statements.
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HORNBECK OFFSHORE SERVICES INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIO_NS
(In thousands, except per share data)

B Year Ended December 31,

- - . _ 2006 2005 2004
‘Revenues ........ ST PR ... $274,551 $182,586. $132,261
* Costs and expenses: S ' _ e _
Operating expenses .. ......... R 85,591 66,910 . 58,520
. Depreciation ........... B RS ... 24070-- 19,954 - 17,408
Amortization~. ............. [ e .. L, 7,951 7,316 5727
General and administrati\)e BXPENSES .............u.. e 28,388 20,327 14,759
. S ' 156,000 114,507 96414
' 'Gamonsaleofassets........'......‘ .............. ..il.. . 1,854 <1893, . 65
Operatlng INCOME .+« e e e ... 120,405 69,972 - - 35,912
Other income (expense): : L _
. Loss on early extlngwshment ofdebt ............... ... . — (1,698) (22,443)
Interestlncome....,......'..................I ..... PR . 16,074 3178, 356
" Interest expense .. ... ... F e e (17,675)  (12,558)  (17,698)
Other income, net. ................oooiio. .. o ST 70 87 .70
. . S . ©__{1531) (10,991) (39,715)
Income (loss) before income taxes . .................. 1o . 118,874 58,981, .. (3,803)
Income tax expense (beneft) ................... e e 43,159 21,538 (1,320)
Net income {loss)........... e '$ 75715 § 37,443 $ (2,483)
Basic earnings (l0ss) per common Share . ...................... '$ 281 % 167°$ (0.13) -
Diluted éarningé.’"(loss) percommonshare ..........0...... ... $ 276 % ‘1.64 $- (0.13)
Weighted average basic shares outstanding . ..... ... e ... . 26966  22,369+w . .19,330
‘Weighted average diluted shares outstanding . . . .. R T 27461 22,837 719,330

The accompanying rotes are an integral part of these consolidated statements.
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HORNBECK OFFSHORE DERVICES INC AND SUBSIDIARIES

CONSOLIDATED STATEMENTS ‘OF CHANGES IN STOCKHOLDERS’ EQUITY’
(In thousands)

- Accumulated -

* Other shares’issued .........
Comprehensive income:

MNetloss ... ....... ...
Forergn currency translatnon ..

Total comprehenswe mcome Lot
) Balance at December 31, 2004

- -Balance at January 1,2004 ... ... N
Initiat public offenng of common stock

: 'Publlc offenng of common stock ..... e

Other sharesissued ... %
Comprehenswe mcome
Netincome -......0 .05, .0,
. ‘Forengn currency translatlon ..

Total comprehenswe |ncorne .

.Balance at December 31, 2005

Other shares |ssued .........

Repurchase of common stock . "

Purchase of convertlble note hedge net ...

Sate of common stock warrants

Stock-based ccmpensatlon expense :

Cornprehenswe income:
Net income

Foreign currency translation o :

'Total comprehenswe |ncome .
'Ba1ance at December 31 2006

W

-

The accompanymg notes are an mtegral. part of these consolldated statements.

A
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. Additional - - - Other . . * "~ Total
M .Paid-In . “Retained. - Comprehensive. Stockholdeérs’
Shares Amount ~Capital .. Earnings: Income” Equity
14,528 - $145  $90,351 $ 2188377  §16 - $112,398

6,126 81 71,743, - — 71,804
168 2. 1170 — - 1472
- — e (2483 L — . -{2.483)
— — — b 16 ST

_ SR : ' (2,467)
. 20,822 $208  $163,264 $ 19400 . ©° $32° .1 $182.904

6,100 &1 205,058, - -t — : 205,119
229 2 3,081 — - . 3,983
- — - — 37,443
— — — 46 . 46

37,489

27,151  $271  $372,303 $ 56,843, . $ 78 . $429,495
205 .2 4,135 Lo . 4,137

(1,795  (18) (63.278)+ — - :(63,296)
—. . —:+ (4B,567) — R + 1(48,567)
-1 = - 51,916 ~ L= 51,916
- - '5,400 - -t = . 5400
— - — 75,715 - ' 75715 -
—_ —_ - — N 73.. ‘ ?3

: - L + . 75,788
| 25561 $255  $321.900 . $132,558- $151- $454.873




HORNBECK OFFSHORE SERVICES;: INC AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF. CASH FLOWS T

' (In thousands) - ,
Year Ended December 31,
o . . 2006 2005 ’ 2004
CASH FLOWS FROM OPERATING ACTIVITIES ’ - S
Net income (lgss) %", ... S, SR U S ... $ 75,715 $ 37 443 8 (2/483) -
Adjustrnents to reconcile nel :ncome {loss) to net cash provided by operating actwmes Joa
Depreciation ... ... . i e 24,070 ' 19 954 ,' 17,408 .
Amomzatlon....................................................... ...... 7,951 7,316 S 5721
Stock-based COMPEnSation BXPENSS . ... ........veeetarieeeiiaee i iaaeens, 5,196 o= -
Provision forbaddebts ................. ... ...l FR A 250 88 (47)
Deferred tax expense (benefit) :..................... R 41,760 21,538 (1 320)
Amortization of deferred finaneing Costs .. ... ... .. i i it 1,031 - ° 758. . .1,532
Gainonsaleof assets ... ..ot i (1,854) (1,893) . (65)
Equity income from investment . & . ... .v et e e e . 67 - (143) - (87)
‘Loss on 8arly extinguishmeéntof.debt ................. ... ... .0 .. 0000 = 1,688 - 22,443
- Changes'in operating assets and I|ab|l|t|es . I
ACCOUNtS TeCaIVaDIE .. ... ...l eer it eeeieiaanenen .. D S {10,512) (13,999)  (5437)
Othercurmentassets ... ....ooev e i e, (2,834) . (277T1) . (5,740)
Deferred drydocking. charges P e .. {12,881) (6,827} (8,530)
Accounts payable .. ... . e e e e 8,727y 12,216 .- , 1,130
- Accrued liabilities and other I!abllmes ..................................... 9,831 1,166 2,226
ACCIUBT IMBIBSE . .. .0 s et ettt et e e *661 (738)" '(5,352)
‘Net cash provided by operaling activitiés ................... P 131,790 75,806 21,405
CASH FLOWS FROM INVESTING ACTIVITIES: ™ .
Acquisitions and retrofit of tugs and tank barges, ................. ... oo {13, 793) (15,795) - (6,500)
. Acquisitions and retrofitof O8SVs ......... e e e e {2,385) -.(30,555) (3, 500)
. Construction of tugs and tank barges ... ................. e e {3,179). (58,573) (39 191)

. Construction of OSVs and conversion of MPSVs .. ............ e (52,368) (13,484) (2,433}
Net proceeds from sale of assets ...0........ e e e e T 4,074 4,347 .-
Vessel Capital exXPanditUrES ...t i e e (8,420) - (3979} (B,786)
Non-vessel capital expenditures ............. [P PRI © (5,067) (2,578) (967)
Net cash used in investing activities .. ............. O, (87,138) (120,617) (81,377)

CASH FLOWS FROM FINANCING ACTIVITIES: : ’ o ) o C
Proceeds from issuance of convertible SENIOTNOEBS ... ..ttt e 250,000 i — —
"Payment for purchase of convertible note hedge’ .. ..:......... .....ccoiuiviininn.. (75,792) — —
Proceeds from sale of commaon stock warrants . . ........... S 51,916 . —_ -
Payments for repurchase of common stock ... .. P e (63,296) . —_ —_
Proceeds from issuance of senior notes ... 0................. e —  74,438° 225000
Repaymemofsemornotes.............................................. ....... - (15.548) (159,454}
Redemption premium on Tetirementof debt . ...... ... ... .. ... . i, —_ (1.436) - —
Payments for bond refinancing costs ... ... T e — S — {21,006)
Paymenis on borrowings under creditfacifity ......... ... .. . . oo Ll = = (40,000}
Deferred financing COSES . . ... i it i e e s (7,608) {2,286) 3,842 |
Gross proceeds from public offerings of COMMON SOCK « oo T e e e et n, _ 215,635 79,643
Payments for public offefing oSS . ... ..ot iiti e T s — _ (10,516) -(7.839)
Net cash proceeds from other sharesissued ..................00.. ... 2,577 1,913 1,172
Net cash provided by financing activities . ............. ... . . ... . . .. . . . i 157,797 262,202 81,358
Effects of exchange rate changes on'Cash .. ...............uveeeneeeeeennennnn, S &' 47 16
‘Netincrease in'cash and cashiequivaleMs .............. ..o i 202,522 217,438 41,402
Cash and cash equivalents at b_e‘ginning ofperiod .. ... 271,739 54,301 . 12,899
Cash and cash’equivalents atend ofperiod ............. .. ... L. s $474,261 § 271,739 $° 54,31

" SUPPLEMENTAL DISCLOSURES OF CASH FLOW ACTIVITIES: . :
Cash paigd for interest ... . e $ 18537 § 17,888 § 24,023
Cash paid for INCoMe taXeS . ... ... ottt et e $ 1398°§ = —

The apcom’panying notesmare"éri_ integral part of these conso!_idated.'st-ateménts.

'
.
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HORNBECK OFFSHORE SERVICES, INC AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Organization -. | : o ’
Nature ofOperatrons ‘ i o _
Hornbeck Offshore Servrces Inc or the Company: was mcorporated in the state of
Delaware.i in 1997. The Company through its subsrdranes operates offshore supply vessels
(OSVs) to provide logistics support and specialty-services to the offshore ciland gas . ; .
exploration and production industry, primarily in the U.S. Gulf of Mexico; or GoM, and select
international markets. The Company, through its subsidiaries, also operates ocean-going tugs
and tank barges that provide transportation of petroleum products, primarily.in the . -
nartheastern United States, GoM and Puerto Rico. All significant mtercompany accounts and .

transactions- have been eliminated.

) The Company owns'a 49% interest in Hornbeck Offshore Trrnldad & Tobago lelted

' (HOTT Ltd). HOTT-Ltd is a vessel crewing and management services company establrshed
to support the Company’s Trinidad & Tobago-based operations. The 49% interest owned by
the Company is berng recorded using the equrty method The Company s equrty in mcome
from mvestments is not materrat ‘ .

2. Summary of Signif‘cant'Accountin‘g Policies o _ . St

Revenue Recogmtron N _ | i L

- .The Company charters its OSVs and certaln of |ts tank barges to cllents under tlme
charters based on a daily rate of hire and recognlzes revenue. as earned on a daily basrs o
during the. contract period of the specific vessel.’ “ T L R

The Company also contracts certain of its tank barges to clients under contracts of

affreightment, or COAs, under which revenue is recognized based on the number of days-
incurred for the voyage as a percentage of total estimated days-applied to total estimated - -
revenues. Voyage related costs are expensed as;incurred. Substantrally all voyages under
these contracts are Iess than 10 days in length’” ' .

Deferred revenue represents payments recelved from customers m advance of vessels
commencrng trme charters o :

Cash and Cash Equrvalents

Cash and cash equwalents consnst of all highly liquid |nvestments in money ‘market
funds, depasits and mvestments avallable for current use wrth an |n|t|al maturrty of three
months or less. . ) o

LRSI

Accounts Recervable

Accounts recelvable consists of trade recelvables net of reserves, amounts to be rebrlled
to customers and interest receivables. .
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HORNBECK OFFSHORE SERVICES INC AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(ContInued)

Property, Plant and Equrpment . ' ' - .

Property plant'and equrpment are recorded at cost Deprecnatron and amortlzatron of
“equipment and !easehold improvements are computed using the straight-line method based
* on the estimatéd usefullives of the' related assets: Major modifi cations and |mprovements
- which extend the useful life of the vessel, are capitalized and amortlzed over the remaining
- useful life of the vessel. Gains’ and Iosses from retlrements or other dlsposmons are

R reoogmzed as incurred. %Y 3 -; s
e The estlmated useful I|ves by cIassrf catlon are as. foIIows
a Tugs e j-. e .‘. ........ U SRR © 14-25 years
Tankbarges ................. e P 3-25 years -
. Offshore supply vessels . .. ... . s e e cees 25 years
Non vessel refated property, plant and equrpment... e DI _ 3—28-years'

e AII of the Company s smgle-hulted tank barges have estlmated useful trves based on their
classifi cation under the oilr PoIIutlon Act 0f 1990. The Company s double—hulted tank barges
have an estlmated useful life of 25 years

,“i' : ’ "t . v - L e e
. Paln . . LI

‘_ Deferred Cha'rge's ' .
r The.Company’s vessels are reqwred by regulatlon to be recertlf ed after certaln penods .
of time. The Company defers ‘the drydocking expendltures incurred’ due to regutatory marine
inspections and amortizes the costs on a straight-line basis overthe perlod to be benefited
from such improvements (generally 30 or 60 months) Flnancmg charges are amortized over.
the term of the related debt. ' L _ .

Deferred charges also mclude prepald Iease expenses related to the Company s shore- .
based port facility.. Such prepald lease expenses are belng amortlzed ona stralght-lme basrs '
' __over the effectlve remarmng term of the Iease <o . , -

fncome Taxes L R % -

' Deferred tax assets and ||abrt|t|es are recognlzed for the future tax consequences

' ‘-attnbutabte to differences between the financial statement carrying amounts of exlstmg assets

) and Ilablhtles ‘and thelr respectlve tax bases : :

Deferred tax assets and |IabI|ItIes are measured using currently enacted tax rates The

_effect on deferred tax assets and IlabIIItIeS of a change in tax rates is recogmzed in mcome in
:the period that includes the enactment date. The' provision for i mcome taxes mctudes
prowsmns for. federal state and foreign income taxes. . '




HORNBECK OFFSHORE SERVICES INC AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Contlnued)

UseofEsttmates . e L .

A

The preparatlon of fi nancual statements in ‘conformity W|th Unlted States generally
accepted accounting- pnnmples requires management to make’ estnmates and assumptions .
that affect the amounts reported in the-fi nancial statements and accompanylng notes. Actual '
results could dlffer from those estlmates ‘

Concentration of Credit Risk

Customers are prlmarlly major and mdependent domestlc and |nternat|ona| oil'and oil
service companies. The'Company’ s customers are granted credit'on a short-term basis and
related credit risks are considered minimal. The’ Company usually does not' requlre coIIateraI
The Company prowdes an estimate for tincollectible accounts'based primarily on - :
management's judgment using hlstoncal losses, current’ economlc conditions and’ mdlwdual
. evaluations of each customer to'make adjustnierits to-the allowance for doubtful accouints.

e, - ) LWL
PO

f

: ‘Jt'.. ' A .. . . AR

The followmg table répresents the allowance for doubtful accounts (|n thousands) E '

December 3,
’ 2006 . 2005 2004

Balance, beginning of year . ............ B CHUTU. 3495 9407 3454

Changes to provision ............ ...t loa L 250 88~ (47)

Balance, endofyear...:............0...... ST A ..., $745  $405 8407
Goodwill

Goodwill reflects the- excess of cost over the estlmated fair value of the net assets *
acquired. Fair value is determined based on dlscounted cash. ﬂow or appraised values, as
~ appropriate: The Company has performed goodwﬂl |mpa|rment rewews ‘by reporting unit”
based on a fair value concept as required by Statement of Financial Accounting Standards
(SFAS) No. 142, “Goodwill and Other Intangible Assets”, using a multiple of earnings before
interest, taxes, depreciation and amortization (EBITDA) and earnings per share. Such fair '
. value calculations have not resulted in the lmpalrment of goodwill.

Stock-Based Compensation

" Effective January 1, 2006, the Company adopted SFAS No 123 (revised 2004), “Share-

; Based Payment,” or FAS 123R, using the modified prospective method. Prior to the adoption -
of FAS 123R, the Company accounted for stock option grants in accordance with APB 25,
using the intrinsic value method, and accordingly, no compensahon expense was recorded for
stock option grants for periods prior to 2006. Under the modified prospective method, FAS
123R applies to new awards and to awards that were outstanding on January 1, 2006 or were
repurchased or cancelled after the FAS 123R-required effective date. Additionally, .
compensation expense for the portion of awards for which the required service has not been.
rendered that are outstanding as of January 1, 2006 shall be recognized as the service is

s
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HORNBECK OFFSHORE SERVICES, INC. AND SUBSIDIARIES
"NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

rendered on or after January 1, 2006. The compensation expense for that portion of awards -
shall be based on the grant-date fair value estimated in accordance with the original
provisions of FAS 123, and compensatlon expense for all share- based payments granted.
subsequent to January 1, 2006, shall be based on the grant-date falr value estimated in
accordance with the provisions of FAS 123R. Prior perlods were not restated to reflect the
impact of adoptlng the new standard.

lmpa:rment of Long-leed Assets

When events or cwcumstances indicate that the carrylng amount of Iong Ilved assets to
be held and used or |ntang|ble assets might not be recoverable, the expected-future
undiscounted cash flows from the assets are estimated. and compared with the carrying
amount of the assets. If the sum of the eshmated undiscounted cash flows is less than the
carrying amount of the assets an impairment loss is recorded. The impairment loss is
measured by comparing the fa|r value of the assets with their carrying amounts. Fair value is
determined based on discounted cash flow or appraised values, as appropriate. The .
Company did not record any impairment losses related to its long- Ilved assets durtng 2006
2005 or 2004. . ,

Recent Accountmg Pronouncements

In July 2006, the FASB |ssued FASB Interpretatlon No. 48, “Accountmg for Uncertalnty in
Income Taxes—an Interpretation of FASB Statement No. 109", or FIN 48, which clarifies the
accounting and disclosure for uncertain tax positions in accordance with-SFAS No. 109,
“Accounting for Income Taxes.” FIN 48 addresses the recognition, measurement, ' |
classification and disclosure issues related to the recording of financial statement benefits for
income tax positions that have some degree of uncertainty. This mterpretatlon is effective as
of the beginning of an entity’s first fiscal year that begins after December. 15, 2006. The
Company is currently evaluatlng the |mpact of FIN 48 on the Company $ future operatlng
results.
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HORNBECK-OFFSHORE-SERVICES 'INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS——(Contlnued)

3. Earnlngs Per Share and Reverse Stock Split: -~ - . . RS S

Basic earnmgs (loss) per comimon share was caIcuIated by dlwdlng net'income (loss) by
the wejghted average number of common shares outstandmg during the. period. Diluted
earnings (Ioss) per common share was calculated by dividing net income (Ioss) by the.
weighted average number. of common shares outstanding during the year plus the effect of
dilutive stock options. Welghted average number of commaon sharés outstandlng was
calculated by.using the sum of the shares determined on a dally basis divided by the number -
of days in the penod The table below reconciles the company s earnings (Ioss) per share (in
thousands except for: per share data) s ) :

-

- . . ) ‘ Year Ended December31, ..
T ' ] ' . - . 2006 - 2005 - . 2004

| Neti mcome (Ioss) e PR ‘.'. S $75, 715 $37,443 T $(2,483)
VWelghted average number of shares of common stock . . )
outstanding . . . R e 26,966 22,369 19,330
Add: Net effect ofdllutlve stock optlons (1)(@2)....% .07 495 - -468 ‘ —
Adjusted weighted : average number of shares of common o
stock outstandlng 3)..... PR . 27,461 22,837 19,330
Earnings (loss) per commen share: o S
BaSIC . . oo e .. $ 281 8 167§ (0.13)
~onuted-..:;-...'.f.--‘.f....;_--2._.;'.:.-.‘....._._.....::- s 276 $ 164 - $(013)
Y SRR P ooon . ’ _E
(1) As of December 31,2006, 2005 and 2004, stock opttons representing rights to acquire 323,42 and 273 shares, - ,f:‘ .

. respectively, of common stock were excluded from the calculation of diluted earnings per share because the effect was, * ...}

antidilutive.” Stock options dre antidilutive when the exercise pnce of the options is greater than the average market pnce of .

the common stock for the period or when the results from operatlons area net loss. - . -
(2)'-"For the year ended December 31, 2006, the 1.625% convertible seniar notes were not dtlutlve -as the average pnce of the -
Company s stock was less than the effective conversion price of the Noles (see note 6). -
{3) .Dilutive restricted stock i |s expected to fluctuate from.quarter to quarter. dependmg on. the relative stock price performance
. ranking arnong the Company s peers See Note 4 for further |nformat|0n regardmg certam ‘of the Company s restncted stock
awards. '’ : : A
. '}-.r.‘

On March 5, 2004 the Company.effected a t‘-ifo'r-2 5 reverse stock spl'i!t of its cornmon

stock that caused'the number of outstanding shares to decrease from approximately

36.3 million to 14.5 million. For all periods, the share amounts and per share data reflected -
throughout these financial statements have been adjusted to give effect to the reverse stock
split. Basic and diluted-earnings per common share are each calculated based on the ‘
weighted average number of shares outstandmg during the periods adjusted for the effect of
the reverse stock split... . : -

Y .. . ~ L . i T -
L g I St .t
e

4. Def‘nedContrlbutlonPIan T T

"t

The Company offers.a 401(k) plan to ail full time employees Employees must be at least |

twenty-one years of age.and: have completed three months of service to be eligible for
participation. Participants may elect to defer up to 60% of their compensation, subjectto
certain statutorily established limits. The Company may elect to.make annual matching and/or
profit sharing contributions to the 401(k) plan. During the years ended December 31, 2008,
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HORNBECK OFFSHORE SERVICES INC AND SUBSIDIARIES L
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Contlnued) o ’ :

2005 and 2004, the Company made contribdtions to the 401 (k) plan of approxlmately -$3.2
mllhon $0. 6 million and $0 5 m|II|on respectlvely . . ‘

5 Property, Plant and Equrpment

Property plant and eqmpment consusted of the followmg (in thousands)

December 31 .

: : PP L : 2006 . 2005
STugs e [PPSR Lol $.54505  § 37,911
Tank barges el e " 135,895 133,402
. Offshore supply vessels‘ e e 322,831 317,860
" "Non:vessel related property plant and eqmpment ........ 16,091 . 9,728
Less: Accumulated deprecratlon T (94,042) - (71 805)
: - R | 435,280".-_427,096
i Construction inprogréss"(veSsel and non-vessel) ... .. . 96,671 5. 34,945

. : " '$531,951° $462,041°
6. Long-Terrn Debt B
Semor Notes ' ‘f"

On July 24, 2001 the Company |ssued $175 0 million in aggregate pr|n0|pat amount of
A 0 625% senior notes, or old senior notes. The old senior notes.were due to mature on
August 1, 2008 and.required semi- annual interest payments at an annual rate-of 10.625% on

{ f,. ,February 1 and, August 1 of each year until maturity: The effective interest rate on theold-

‘senior notes was 11. 18% No principal, payments were due until maturity. On Novémber 3,
. 2004, the Company. commenced a cash tender offer for all of the old senior notes. Old, senior
" ‘notes totaling approximately $159.5 million, or 91% of the notes outstanding;, were valldly
‘tendered during:the, desrgnated tender period and, repurchased during 2004, The remaining.
$15.5 million of old-senior notes were redeemed on January 14, 2005. A loss on early”

' extinguishment of debt for the old senior notes of approxmately $22 4 million and $1.7 million

. was recorded during the fourth quarter of 2004 and the first quarter of- 2005 respecttvely
 These losses include the tender offer costs, the wnte-off of unamortlzed f nancmg costs and
N ongmal issue dtscount and a bond redemptlon prem|um ’ .

.. On November 23 2004, the Company |ssued |n a prlvate placement $225.0 mllllon in -

. aggregate principal ‘amount of 6.125% senior notes; or new senior notes, governed by an -
indenture, or the 2004 indenture: The new senior notes were subsequently exchanged on -
March 7, 2005 for senior notes-with substantially similar terms, except that the issuance of the

-senior notes issued in the exchange offer was registered under the Securities:Act of 1933, or’
Securities Act. The net proceeds to the Company from the private:placement were -

" approximately. $219.0 rillion, net of transaction costs. The Company used $198.0 mllllon of -

the: proceeds to repurchase.or redeem all of the old senior notes. The $198.0 million

compnsed the total consideration paid for the old senior notes; including related tender offer

costs, consent fees, and bond redemption premium required to be paid to holders of the old. .
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senior notes. The residual proceeds were used for the acquisition construction and retrofit of
vessels. The effectlve interest rate on the new senior notes is 6. 38%

) On October 4 2005 the Company issued in a private placement an additional $75. 0
million in aggregate principal amount of 6. 125% senior notes, or additional notes governed
by the 2004 indenture: The addltlonal notes were priced at 99.25% of principal amount to
yield 6.41%. The net proceeds to the Company from this private, placement were
approximately $73.1 million, net of transaction costs. The Company intends to use the
proceeds from the sale of the addmonal notes, as well as the proceeds from its concurrent
public offermg of: common stock;.to partially fund the construction of new OSVs, ocean-gorng
tugs and ocean-going, double-hulled tank barges and the retrofit or conversion of certain .
existing vessels, including MPSVs. In. addition, the combined proceeds may be used in
connection with possible future acquisitions and-additional'new vessel construction programs,
as well as for general. corporate purposes. Pending these uses, thé Company repard debt
under its revolving credlt facmty WhICh may be reborrowed.

Pursuant- to reglstered exchange offers the new senior notes and addltlonal notes |ssue_d RN
in November 2004 and October 2005 that were initially sold pursuant to pnvate placements '
were exchanged for'6. 125% senior notes with substantially the same terms, except that the -
issuance of the senior notes issued in the exchange offers was reg:stered under the . )
:Securmes Act. Both series of senior notes were_ tssued under and are entltled to the benefits -
of the same 2004 |ndenture

The new semor notes and additional notes, or collectively, the senior.notes, mature on
December 1, 2014 and require semizannual interest payments on June 1 and December 1 of
each year until matunty No prlnC|pa| payments are due until maturity. The senior notes are
senior.unsecured obligations and rank equally in right of payment with other existing ‘and

-future senior indebtedness and senior in right of payment to any subordinated indebtedness
_ that may be incurred by the' Company in.the future. The senior notes are guaranteed by
..certain of the Company s subsidiaries. The guarantees are full and unconditional, joint and .
several, and all of the Company’'s non-guarantor subS|dlanes -are minor as defined in
Commission regulations. Hornbeck Offshore Services, Inc., as the parent company issuer of
-the senior notes, has no independent assets or operations other than its ownership interest in
o its subsidiaries and affiliates. There are no significant restrictions on the Company's ability or
. the abllrty of any guarantor.to obtain funds from its subsidiaries by such means as a dividend
or loan, except for certain restrictions contained in the Company's revolving credit facility
) restrrctrng the payment of dividends by the Company's two pr|n0|pal subsidiaries. The
Company may, at its option;, redeem all or part of the senior.notes from time to time at
- specified redempt|on prices and subject to certain conditions required by the indenture. The
- Company is permitted under the terms of the indenture to incur addltronal indebtedness in the
.. -future, provided that certarn financial conditions set forth in the mdenture are satisfied by the
-Company . N . . N
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rl

Convertible Senior Notes. ‘.

On November 13, 2006, the Company issued in a private placement $250.0 million of
convertible senior notes due 2026, or the convertible notes, to qualified institutional buyers
pursuant to Rule 144A under the Securities Act. During the first quarter of 2007, the Company
registered the resale of the convertible notes by the holders thereof. The convertible notes
bear interest at an annual rate of 1.625%, declining to 1.375% beginning on November 15,
2013, payable semi-annually on May 15 and November 15 of each .year, with the first interest
payment payable on May 15, 2007: The convertible notes’are convertible into shares of the'
Company's common stock based on the apphcable conversion rate only under the following .
cwcumstances :

» during any calendar quarter begmnang after March 31 2007 (and only dunng such
- calendar.quarter), if the closing price of the Company's shares of common stock for at
least 20 trading days in the 30 consecutive trading days ending on the last trading day
of the immediately preceding calendar quarter is more than 135% of the conversion
price per share which is $1,000 divided by the then applicable conversion rate;

* prior to November 15, 2013, during the five business day period after a 10 consecutive
trading day period in which the trading price per $1,000 pr|n0|pal amount of senior
subordinated convertible notes for each day of that period was less than 95% of the
product of the closing price for the Company s shares of common stock for each day’.

" of that period and the number of shares of common stock issuable upon conversion of
'$1,000 principal amount of the convertible notes;

» if the-.convertible notes have been called for redemptuon or

. upon the occurrence of specﬁied corporate transactions, as defi ned by the convertible
note agreement.

The initial conversion rate of 20.6260 shares per $1,000 principal amount of notes, which -
corresponds to a conversion price’ of approximately $48.48 per share, is based on the last =
reported sale price of the Company’s common shares on The New York Stock Exchange of
$35.26 on November 7 2006 As of December 31 2006, the Company’s closing share price
was $35.70. ' ' ;

~~ The convertible senior notes are guaranteed by certain of the Company’s subsidiaries.
The guarantees are full and unconditional, joint and several, and all of the Company’s -
non-guarantor subsidiaries are minor as defined in Commission regulations. Hornbeck
Offshore Services, Inc.,-as the parent company issuer of the convertible senior notes, has no
_ independent assets or operations other than its ownership interest in its subsidiaries and

affiliates. There are no significant restrictions-on the Company's ability or the ability of any

guarantor to obtain funds from its subsidiaries by such means as a dividend or loan; except
for certain restrictions contained in the Company's revolving credit facility restrrcting the
payment of dividends by the Company s two pnnmpal subsidiaries.

If, upon the occurrence of certain events, the holders of the convertible notes exercise
.the conversion provisions of the convertible notes, the Company may need to remit the
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principal balance of the convertible notes to them in cash' as discussed. below. In.such case, . .
the Company would classify the entire'amount of the outstanding convertible notes as a
current liability in the respective quarter. This. evaluation of the classification of amounts " .-
outstanding.associated with the convertible notes will dccur every calendar quarter. Upon-
conversion, a holder will receive, in lieu of common stock, an amount of cash equal to the .
 lesser’of’ (l) the pr|nC|paI amount of the convertlble note, or (||) thé convérsion value,
determined-in the manner.set forth in the rndenture governing the convertible notes, of a .
number of shares equal to the conversion rate. If the conversion value: exceeds, the pnnc:pal
amount of the-convertible note on the conversron date, the Company will also deliver, at the
' Company s election, cash or common stock of a‘¢ombination of cash and common stock with
respect to the conversion value upon conversion. If conversion occurs in connection with a
change of control, the Company may be required to deliver additional shares of its common
stock by increasing the conversion rate with respect to such convértible notes. -~ - :
. In connection with the sale-of the convertible notes, the Company entered into
convertible note hedge transactions with respect to its common stock with Jefferies
International Limited, Bear, Stearns International Limited. and AIG FP Structured Finance
(Cayman) | lelted or the counterpartles Each of the converttble note hedge transactions
involves the. purchase of call options with exercise prices equal to the conversion price of the
convertible notes, and are intended to mltlgate dllutlon to the Company S stockhotders upon
the’ potentlal future conversion of the convertible notes. Under the convertible note hedge
transactions, the counterparties are requued to deliver to the Company the number of shares -
of the Company s common stock that the Company is obllgated to deliver to the holders of the
convertible notes with respect to the conversion. The convertible note hedge transactions )
cover approxmately the same number of shares of the, Company $'common stock underlylng
the convertible notes, sub;ect to customary ant| dilution ad]ustments ata strike price of
. approximately $48.48 per share of common stock The ¢onvertible note hedge transactlons
expire at the close of tradlng on November 15, 2013, which is the date that.the convertrble .
notes are first putable by the convertible’ noteholders, although the’ counterpartres will have *’
ongoing obllgatrons with respect to, convertlble notés’ properly converted on or pnor to that
date of whrch the counterparty has been tnmely notlt" ed
The Company also entered into separate warrant transactlons whereby the Company
sold to the counterpartles warrants to acquire approxamately the same number of shares of its
common stock underlying the convertibie notes, subject to? ‘customary anti-dilution
‘ adjustments at a strike_price of $62.59 per sharé of common stock, which represented a -
77 5% premium over the closing price of the Company s shares of common stock.on
November 7, 2006. If the counterparties exercuse the warrants, the Company will have the,
option to settle in cash or shares of its:common stock equal to the difference between the
then market price and.strike price. The convertible note hedge and warrant transactlons are -
separate and legally distinct instruments that bind the Company and the counterpartles and
have no brndmg effect on the holders of the convertlble notes. L :
Pursuant to Emergmg Issues. Task Force (EITF) Issiie-No. 90- 19; “Convertible Bonds
with Issuer Optlon to Settle for Cash upon. ConverS|on ? (EITF 90-19), EITF Issue No.’00- 19
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“Accounting for Derivative Financial Instruments Indexed to, and Potentially Settled in, a
- Company’'s Own Stock,” (EITF 00-19), and EITF Issue No. 01-06, “The Meaning of Indexed to
a Company's Own Stock” (EITF 01-06), the convertible notes are accounted for as convertible
debt in the accompanying consolidated balance sheet and the embedded conversion option
.. in the convertible notes has not been accounted for as a separate derivative. In addition,
pursuant to EITF 00-19 and EITF 01-6, the convertible note hedge and warrant transactions
are accounted for as equity transactions and, therefore, the payment associated with the
issuance of the convertible note hedge and the proceeds received from the issuance of the
warrants were recorded as a charge and an increase, respectively, in additional paid-in
capital in stockholders’ equity as separate equity transactions.

For income tax reporting purposes, the Company has elected to integrate the convertible
notes and the convertible note hedge transactions. Integration of the convertible note hedge
with.the convertible notes creates an in-substance original issue debt discount for income tax
reporting purposes and, therefore, the cost of the convertible note hedge will be accounted for
as interest expense over the term of the convertible notes for income tax reporting purposes.
The associated income tax benefits will be recognized in the period that the deduction is
taken for income tax reporting purposes as-an increase in additional paid-in capital in
stockholders’ ‘equity. The Company has also treated the proceeds from the sale of warrants
as a non-taxable increase in additional paid-incapital in stockholders’ equity. '

The Company is obligated to use reasonable best efforts to cause a shelf registration

- statement covering the resale of the convertible notes and the common stock issuable upon
the conversion of the convertible notes to become effective under the Securities Act no later
than 180 days after the original date of issuance of the notes. The Company has agreed to '
keep such shelf registration statement effective until the earlier of (i) the sale pursuant to the -
shelf registration statement of all of the convertible hotes andfor shares of common stock
issuable upon conversion of the convertible notes, and (i) the date when the holders, other
than the holders that are the Company’s affiliates, of the convertible notes and the common

. stock issuable upon conversion or the convertible notes are able to sell all such-securities
immediately without restriction pursuant to the provisions.of Rule 144(k} under the Securities .
Act or any successor rule thereto or otherwise. The Company will be required to pay
additional interest, subject to certain limitations, to the holders of the convertible notes if the
Company fails to comply with its obligations to keep such shelf registration statement effective
for the specified time period. The additional interest will accrue from the date on which any
registration statement default occurs to the date such default has been cured. As of
December 31, 2006, the Company was not in default of its shelf registration requirements set
forth in the convertible note agreement and has not accrued for such additional interest.

. The Company used a portion of the $243.8 million in net proceeds of the offering, along
with the $51.9 million in proceeds from the sale of warrants, to fund the $75.8 million cost of
convertible note hedge transactions and the $63.3 million cost to repurchase approximately
1.8 million shares of its common stock contemporaneously with the closing of the convertible
notes offering. The remaining net proceeds. of. the convertible notes offering and the warrant
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transactions of apprommately $156.6 million will be used for generat corporate purposes, '
includjng possible future acquisitions and additional new vessel construction.

Revolvmg Cred:t Facility

- In-September 2006, the Company-closed on a new f' ive-year senior secured revolvmg
credit facility that increased the borrowing: base, extended the maturity, lowered the interest
rate and improved the financial flexibility of the covenant package of the Company's prior .
revolving credit facility. The new revolving credit facility has increased the Company $

_borrowing base from. $60.0 million to-$100.0 million, with an. accordion feature-that allows for
the potential expansion of the facility up to an aggregate of $250.0 miilion. The new facility
has also extended:the maturity of the prior facility from February. 2009 to-September 2011.

With the new faciltty the Company has the option of borrowing at a variable rate of
interest equal to either (i) the greater of the Prime Rate or the-Federal Funds Effective:Rate

- plus ¥2 of 1% or (ii) the London Interbank Offered Rate, or-LIBOR; plus in each casean -

“applicable margin. The applicable margin for each’ base rate-is determined by a pricing grid,
which is based on the Company's leverage ratio, as defined in the credit agreement _
governing the new revolving credit facility. The applicable LIBOR-margin for the new facility

_ranges from 50 to 150 basis points, which is substantially |ess than the comparabie range of - ° o

the prior facility of 150 to 350 basis points. Unused commitment fees are payable quarterly at
the annual rate of 17.5 to 30.0 basis points of the unused portion of the borrowmg base of the
new revolving credit facility, based on the defined Ieverage ratlo

As of December 31, 2006, the Company had no balance outstanding under the new
revolving credit facility and-had $100.0 million of credit immediately avallable under such
facility. As of that date, eight offshore supply vessels and four ocean- gomg tugs and
associated personalty collateralized the new facility. The new revolving credit facnllty is
available for working capital and general corporate purposes,.including acquisitions,
additional newbuild and conversion programs and other capltal expendltures

The credit agreement governmg the new revolving credit facrllty and the 2004 mdenture
governlng the Company's senior notes impose certain operatlng and. fi nanmai restrlctlons on
the Company Such restrictions affect, and in many cases “limit or prohibit, among.other
things, the Company's ability to incur additional indebtedness, make capital expenditures,
redeem equity, create liens, sell assets and make dividend-or other restricted "'payments.

Interest expense excludes capltallzed rnterest related to the construction or conversion of

vessels in the approximate amount of $2.5 miltion, $3.9 million and: $3 0 million for the years.
ended December 31, 2006, 2005 and 2004, respectively. -
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As of the dates indicated, the Company had the followmg outstandlng Iong-term debt (m
thousands): : o : " '

~ December 31,

. : _ * 2006 + 2005
6.125% senior notes due 2014, net of original issue discount of - : T -
$503and $551 ... ... ... ...l lL. e e $299,497 $299,449

1.625% convertible senior notes due 2026 (1) .. . ceeeeceea oo 250,000 —

: L . _ 549,497 299449

Less current maturities-. . . ... .......oo.... Vi S T = o=
N P $549, 49’7 $299 449

(1) The notes initially bear interest at a fixed rate of 1.625% per year, declmmg to 1. 375% begmnlng on Novernber 15, 2013.

Annual maturltles of debt excludlng the potential effects of condltlons dlscussed in -
Convertible Senior- Notes durmg each year ending December 31, are as follows (in
thousands) - :

2007 ... i . T
2008......0..., e U e =
L2009 ... e e -
T2010. . e e Lo—-

_ Thereafter ............. DT AU 549,497
| | $549,497

7. Stockholders’ Eq'u'ity
Preferred. Stock .

The Company's certlf cate of mcorporatlon authorizes 5.0 million shares of preferred
stock. The Board of Directors has the authority to issue preferred stock in one or more series -
and to fix the rights, preferences, privileges and restrictions thereof, including dividend rights,
conversion rights, voting rights, terms of redemption, redemption prices, liquidation ~ -~ :
preferences and the number of shares constituting any series or the deS|gnat|on of such :
series, without further vote or actlon by the Company s stockholders.

Stockholder Right's‘ Plan

On June 18, 2003, the Company's Board of Directors implemented a stockholder rights
plan, as amended on March 5, 2004 and September 3, 2004, declaring a dividend of one right
- for each outstanding share 'of common stock to stockholders.of record on June 18, 2003. One
" right will also attach-to each share of common stock issued after June 28, 2003. The rights
become exercisable, and transferable apart from the Company’s common stock, 10 business
days following a public announcement that a person or group has acquired beneficial
ownership of, or has commenced a tender or exchange offer for, 10% or more of the
Company s common stock.
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The rights have anti-takeover effects causing substantial drtutronrto a person or group
who attempts to acquire the Company without the approval of the Board,of Directors. As a
result, the overall effect of the rights may be to. render more difficult or dlscourage any attempt
to acquire the Company even if such acquisition may be favorable to the interests of the )
Company's stockholders. Because'the Board of Directors can redeem the rights or approve -
certain offers, the rights should not interfere with any merger or other business comblnatlon
approved by the Company s Board of Dlrectors ~ :

Publrc Offerings of Comrion Stock "', . Coe -

- On March 31, 2004, the Company completed an |n|t|a| public offenng of 6. 0 mllllon .
shares of its common stock at $13.00 per share, for total gross proceeds of. approxrmately
$78 million. The Company's shares of common stock trade on the New York Stock Exchange
under the symbol “HOS". On April 28,.2004, the Company issued an.additional 0.1 million”
shares of its common stock pursuant to the exercise by the underwriters of the initial public. .-
offering of an option to purchase additional shares, which resulted in incremental gross

proceeds to the Company of approximately, $1.6 million. The Company used the net proceeds'

of the offerings of approximately $73 million to repay the $40 million balance then- outstandlng
under its revolving credit facility on March 31, 2004 and, from.March 31, 2004 to :

December 31, 2004, used approximately $33 million of the net proceeds to fund expenditures .

~_related to its tank barge newbuild program, the acquisition and ‘retrofit of two ocean- going
tugs the. ach|S|t|on of one fast supply vessel, and for. general corporate purposes.

On October 6 2005 the Company completed an’ underwntten pub|IC offenng or the
Offering, of 6.1 million shares of its common stock at $35.35 per share, for total gross
proceeds of $215.6 million. Underwriting discounts, commissions and offering expenses of
approximately $0.6 million incurred to date were recorded as a reduction of additional paid-in
capital. The Offering was pursuant to the effective shelf registration statement previously filed
with the Commission and included an additionat 2.0 million shares sold by a selling
stockholder. The Company used a portion of the net proceeds of the Offering to repay the $21
million balance then-outstanding under-its revolving credit facility The Company has used a
portion of the offering proceeds and intends to use the remaining proceeds from the. Offering
to partially fund the construction of new OSVs, ocean-going tugs and ocean-going, double-,
-hulled tank barges and the retrofit or conversion of certain existing vessels, including MPSVs.
In addition, the proceeds may be used in connection with possible future acquisitions and
additional new vessel construction programs, as well as for general corporate purposes.

Repurchase of Common Stock

On November 13, 20086, the Company repurchased apprommately 1.8 million shares of
-its common stock at a cost of $63.3 miillion. The stock repurchase was executed
contemporaneously with the private offerrng of $250.0 million.of 1.625% convertible senior
unsecured notes due 2026 as discussed in Note 6.
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8. Stock Based Compensatlon
Incentrve Compensatron Plan

The Company. has an mcentlve compensatlon plan covenng a maximum of 3. 5 m|II|on
shares of common stock that aliows the Company to grant stock optlons restricted stock
_ awards and restricted stock unit awards, or- collectively restricted stock, and stock -
apprematlon rights to employees and directors. Effectrve January 1, 2006, the Company
adopted FAS No. 123 (revised 2004), “Share-Based Payment,” or FAS 123R, using the
modified prospective method. Prior to the adoption of FAS 123R, the Company accounted for
stock option grants in accordance with APB 25, using the intrinsic value ‘method, and
. accordingly, no compensatlon expense was recorded for stock optlon grants for penods prior
‘to 2006 ‘ e - :

. o~
"y

Under the modified: prospectrve method FAS 123R apphes to new awards and to awards
- that were outstanding on-January 1, 2006 or were repurchased or cancelled after the FAS
123R-required effective date ‘Additionally, compensation expense for the portlon of awards
for.which the required service had not beenrendered. that were outstanding as of January 1,
20086 will be: recognlzed as-the service is rendered.on or.after January 1, 2006: The
compensation expense  for that portion of awards was! ‘based on the grant-date fair value
‘estimated in accordance: with the original provisions of FAS 123, and compensatron expense
for all share-based payments granted subsequent to January 1, 2006, was based-on the -
grant- -date fair value estimated in accordance with the provisions of FAS 123R. Prior periods

* were not restated to reflect the impact of adopting the new standard. The issuance of shares
of common stock under the incentive compensatlon pIan has been reglstered on Form S-B

' -w:th the Securrtles and Exchange Commlssron : s :

VoLl

-
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If.compensation cost for the Company s stock-based compensation plan had been .
"determined based on the fair value at the' grant dates for awards under that plan consistent
with the method under SFAS 123, the Company’s net mcome (loss) for the years ended
December 31 2005 and 2004 would have been as lndlcated below (|n thousands, except per
share data)

Year Ended
December 31,
| ' _ 2005 2004
" Net income (loss): . B ' o
Asreported ... [P T e $37,443  $(2,483)
Deduct: Stock-based employee compensation expense determlned under fair
value based method for.all awards, net of related tax effect B N & S A< YRR (YA
Proforma ................ e ..., $36,070 $(3,154)
Basic earnings (loss) per common‘share- . R : .
Asreported .. ... TP ‘$ 167 $ (0.13)
Deduct: Stock-based employee compensation expense determlned under fair -
value baeed method for all awards, net of related tax effect . .......... ... (0.06) (0.03)
R P ... § 161 $(0.16)
Diluted earnings (loss) per common share: : ‘ - _ :
AsrepOrted . .. $ 164 § (0.13)
Deduct: Stock-based employee compensatlon expense determined under-fair o
value based method for all awards, net of related tax effect ... ... e (0.06) (0.03)
Proforma ... e P U $ 158 $(O.16)

As a result of adoptmg FAS 123R on January 1, 2006, the Cornpany s income before
taxes, net income and basic and dlluted earnings per share for the year ended December 31,
2006, included $5.2 million, $3.3 million, $0.12 per share as reported and $0.12 per share of
stock-based compensation expense charges, respectively. For the year ended December 31,

- 2006, approximately $0.2 million of stock-based compensation expense was capitalized as

part of the Company’s newbuild construction programs and general corporate projects. FAS
123R also requires the benefits of tax deductions in excess of recognized compensation
expense to be reported as financing cash flows, rather than as operating cash flows as
required under previous accounting literature. The Company recorded financing cash flows
for such excess tax deductions of approximately $1.4 million for the year ended

December 31, 2006. Net cash proceeds from the exercise of stock options were $2.1 million
‘for the year ended December 31, 2006, and the income tax benefit from such exercises was
$1.5 million for the year ended December 31, 2006. As of December 31, 2006, the Company
has approximately 1.3 million shares available for future grants of stock optlons restricted
- stock, stock appreciation rights or other awards to employees and directors under the
mcentlve compensatlon plan. :

"F-21



' mllhon respectively.

HORNBECK OFFSHORE SERVICES,’INC: AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS——(Contmued)

Stock Options

The Company is authonzed to grant stock optrons under its mcentlve compensatlon plan
in which the purchase price of the stock subject to each optlon is established as the'closing

“price on the New York Stock Exchange of the Company $ common stock on the date of grant” _
-and accordingly is not less than the fair market value of the stock on'the date of grant. All v

options granted during each of the three years ended December 31, 2006, 2005, and’ 2004

. expire ten years after the date of grant, have an exercise price equal to or greater than the
;actual or estimated market prlce of the Company’s stock on the date of grant and- vest over a
one to four- -year penod

The fair value of the optlons granted under the Company’ s incentive compensatlon plan

durlng each of the three years ended December 31, 2006, 2005 and 2004 was estimated

using the Black- ‘Scholes pricing model using the minimum value method W|th the foIIowmg
welghted average assumptlons for the respectlve periods.+ - 7

For the Year Ended
December:31, 2006

S 2006 ' 2005 2004
Dividend yield .- ............ e [ 0% 0% 0%

Expected volatility (1) .. .......... ... ... ... P 404% 39.1%° n/a
Risk-free interestrate . ... . ... e . 45% 43% 4.1%
Expected term (years) AL e e e e PR -40° 751 754
Weighted-average grant-date fair value per share e L. $1247 $12 73° $4 60

{1} Volatility was not conmdered for the year ended December 31, 2004, as the Company s initial publlc offering occurred in
March 2004 and historical price ﬂuctuatlon was not available. .

The foliowing table represents the Company's stock optlon activity for the year ended
December 31, 2006 (in thousands, except per share data and years):

Weighted  Weighted-Average”~ Aggregate -

Number of Average - Remaining Contractual ' intrinsic . |

ST _ ] Shares ExercisePrice . Term (yaars) - Value,

Options outstanding at January 1, 2006 .. ... 1,248 $14.45 751" . $22,806

Granted . ... .. L 239 33.15 9.88 nfa

-Exercised ............. e (194) 10.76 nfa. . 5,026

Forfeited .. ... N 67) 27.33 n/a n/a

Expired ............... . (10) 13.69 nia . na

. Options outstanding at December 31,2006 ... 1,216 . $18.01 7.00 . $21,509
Exercisable options ou.tstan_dmg_ at o ;

December 31,2006 .................... 688 $12.20 5.95 - $16,171

In addition, the total intrinsic value of stock options exercised and the teial fair value of
stock options vested for the year ended December 31 2006 were $5.0 million and $2. 3
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The followrng table represents the Company s nonvested stack option actrvrty for the year

‘jended December 31 2006 (in thousands except per share data) ST
‘ a 'l“' ! : Weighted-Average
' N Number of rant-Date
) - Shares Fair Value
Nonvested stock options at January 1,2006 ..................... ... 874 .. °$1080
Granted ... e 239 1247
Vested .......... e e R DI e (318y -~ . - 7.38
Forfeited . . ...........coo it e e (67) . 12.23
Nonvested stock options at Decémber 31,2006 ..................... 528 $10.86
Restricted Stock

The Company's mcentrve compensatron plan aIIows the Company to issue restncted
stock with either time-based or performance-based vestlng provisions. For perforrnance- ,
based restricted stock, the number of shares that will ultimately be received.by the award -
recipientsat the end of the performance perrod is dependent upon the Company’s -
‘performance relative to a peer group, as-defi ned by the Employee Restricted Stock

Agreements or Restrrcted Stock Unit Agreements Performance is measured by the change in
the’ Company S stock ‘price'measured against the peer group durrng the measurement period,

: generally three years: The:actual number of shares that coutd be receivéd-by the award ”
recipients'can range: :from 0% to 200% of the Company s base share awards depending on
the Company s performance ranking relative to the peer.group., Compensatron expense

‘. related to restricted stock is recognrzed over.the period the restrictions lapse, from one to -
three years. The compensation expense related to time-based restricted stock awards, which"

s amortized over the vesting period, is determined based on the market price of the . .
. Company’s stock on-the date of grant applied to the total shares that are expected-to fully
. vest. The fair value of the Company's performarice-baséd restricted stock, which is-

determined usrng a binomial-lattice model, is applied to the’ base shares and is amortized over .

‘the:vesting period based on:relative performance’ compared to-peers. As of December 31,

2006, the Company had unamortrzed stock-based compensation expense of $5.3 million and '

has recorded approximately $2.4° mrllron “of compensatron expense durrng the year ended
December 31, 2008, respectlvely assocrated wrth restrrcted stock: -
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The foIIowmg table summarizes the restrrcted stock actMty durlng the year ended

December 31, 2006 (in thousands) , - _ : . :
. . umber of Wen hted Av .
Restricted ngr Value 9
Shares Per Share (1)

. Restricted stock . .
Granted during the penod (2) oo e Lo U382 0 823.51

Cancellations duringtheperiod ..« ... ... ... . ... e ~e{27y 0 1850
Vested ........................... e e e {5 26.05
Outstandmg, as of December 31,2008 .. ... EERERE 320 ’ - 23.76

(1) The weighted average fair value per share is determined using a binomial lattice model and for performance based shares,
. the fair value is applied to both the base and bonus-share awards .
{2) Includes the full amount of both base and bonus share awards granted during the period, which represents 200% of the
aggregate total of the base share awards. .

Employee Stock Purchase Plan

On May 3, 2005 the Company established: the Hornbeck Offshore- Servuces Inc 12005
Employee Stock Purchase Plan,-or ESPP, which was adopted by the-Company’s Board of
Directors and approved by the Company's stockholders. Under the ESPP, the Company is. ,
authorized-to issue up to, 700,000 shares of common stock to eligible employees of the .
Company and its designated subsidiaries. Employees have the opportunity to purchase
shares of the Company's common stock at periodic intervais through accumulated payroti
‘deductions that will be applied at semi-annual intervals to purchase shares of common. stock
at a discount from the market price as defined by the ESPP. The ESPP is designed to sattsfy
the requirements of Section 423.of the Internal Revenue Code of 1986, as amended, and _ -
thereby allows participating employees to defer recognition of taxes when purchasing the .-
shares of common stock at a 15% discount under the ESPP. On May 8, 2005, the Company
filed a Registration Statement on.Form S-8 with the Commission to register the i issuance of
shares of common stock under the ESPP. As of December 31, 20086, there were . B
approxlmately 676 000 shares available for future issuance to employees under the ESPP.

- The fa|r value of the employees stock purchase rlghts granted under the ESPP was
estimated using the Black-Scholes model with the followmg assumptlons for years ended
December 31, 2006 and 2005 . .

2006 2005

Dividendyield ................ PR e 0% 0%
Expectedvolatility ............................... PO N 41.2% 41.9%
Risk-freeinterestrate ........... ... . ... ... ... ... L L 52% 3.4%
Expectedterm (months} . ... ... ... . . . . . e, 6.0 6.0

 Weighted-average grant-date fair value persharé ...................... $9.97 $7.51
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9. Income Taxes A E e

The net Iong term deferred tax IIab!IItIeS in the accompanylng consolldated balance ‘. '
sheets mclucte the following components (|n thousands) B

A
P

. December N,

: 2006, 2005 - 2004~
'Deferred tax Itabllltles ‘ oo
" Fixed assets .,.... .. R P B $ 93,058 . $ 71, 690 $ 53,606
_ Deferred charges and other Ilabllltles S [P e 15,343 3,465, - 3,451
Total deferred tax Ilabllltles ................................... 98,401 75155 5?.057 ‘
. Deferred tax assets:: -~ . w - T
e Net operating 10ss carryforwards . ... oo (13i624) (33,466) (34,708) °
» . Allowance for doubtful accounts . . . . T e (270) (150) (148) .
" Deductible original issue.discount (1) ...... .. e (26,8086) -, — v —
.+ FAS 123R stock- based compensatron expense B T .o (1,850) - - =
S Other OIS il (1,469) (46) T (49) -
 Total deferred tax assets e S et PR -(44,016) | (33,692) (34,905)

Valuatlonallowance ..... PO B R D .95 ~. 95 .. 85
Total deferred tax Itabltltles, net ) - . $'54,480 $-41,558 -":$ 22,247

X (1) Refer to Note 6 of these consohdated fi nanctat statements for more |nforrnat|on regardlng the income tax aocounttng related to the November
2006 convemble notes oﬂenng - T

P -
e g

The components of the mcome tax expense (benet” t). foIIow (in thousands): -

Year Ended Decembar 31,

P L .j'.. DA 2006 - . 2005,. 2004
Currenttaxexpense TN S S : ....... .8 = % - $ —
Deferred tax expense (benefit) ........ it T e 43,159 21,538 (1,320)

Total oo L mE L e e | 848,159 $21,538 '$(1‘,320)

1

At December 31 2008, the Company | had federal tax net operatlng Ioss carryfonrvards of
approxlmately $37 3 mrlllon The carryforward benet" t, from the federal tax net operating loss
carryfomrards begrns to. explre in 2025: The Company has a state fax net operatlng loss
carryforward of approxtmately $1.5 million retated to one state tax jurtsdlctlon This' . *
carryforward can only be utlllzed if the Company generates taxable income in the. approprlate
tax jurisdiction. A valuatron aIIowance of approxlmately $0 1 mltllon has been ‘established to
fuIIy offset the deferred tax asset related to the state tax jUfISdICtlon
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The following table reconcrles the difference between the Company s income tax -

provision calculated at the federal statutory rate and the actual lncome tax provrsron (rn
thousands}):

e IR . N Year Ended December A,
‘ : T oo 2006 2005 2004
Statutoryrate . ........... e e e ... $41,606.° $20,644  $(1,331)
State taxes . ............. P .. 1545 . 767 (49)
Non-deductible eXpense . . ...........c...oouiiuviinnea..... S 49 - 50 7. 57
Foretgn taxes and other ... . ... Y PR {41) 77 3

$43,159 $21,538 $(1,320)

10.". Commitments and Contlngencles B R
Vessel Constructron - ‘ ’ L N '. L

On May 5, 2005, the Company announced a- conversion’ program to retrof t two coastwise
-sulfur.tankers.into U.S. -ﬂagged new generation 370-foot multi-purpose supply vessels, or
MPSVs. Based on internal estimates, the total project cost to acquire and: convert the two
vessels, prior to construction period interest, with recent modifications is now-expected to be
at least $150.0 million in'the aggregate, of which approximately $27.3 million was incurred
during 2006. The Company has contracted for the retrofit and conversion of these two vessels -
-at a domestic shipyard. The Company antrcrpates dellvery of the converted vessels dunng the
f‘ rst haif of 2008. ' : S

i

. In.September 2005, the Company announced its fourth OSV newbund program In

- February 2006, the Company announced the deferral of Phase 1 of this program and the
commencement of Phase 2 which is expected to add approximately 38,000 deadweight fons
of capacity to the Company’s OSV fleet at an aggregate cost of $305.0 million. The Company
is currently committed under vessel construction contracts with two domestic shipyards to -
buiid four 240 ED class OSVs and nine 250°'EDF class OSVs, respectively, under Phase 2 of
this program. These 13 vessels are expected to be dellvered from early 2008 through early
2010, : : : _

In September 2005 the Company announced its second TTB newburld program and
announced an expansion to such program-in August 2006. The Company is now commrtted
under vessel construction contracts with one domestic shtpyard to burld three '60,000-barrel
double-hulled barges under this program and another domestic shlpyard for. the retrofit of four
3,000 horsepower ocean-gorng tugs that were purchased in July 2006. The acquisition,
retrofit and construction costs for these seven vessels are expected to bé $70 0 million, in the
aggregate. These seven vesseIs are expected to be delrvered on various dates throughout
2007.
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s

Operatmg Leases e e J,f',!4,3_' - 1 K

~ The Company is obhgated under certaln operating |eases for manne vessels offi ice
space, shore- based facilities-and vehrcles The Company is currently,commrtted to Ieases for
two tugs with. terms of one and three yéars, respectlvely The Covmgton facility lease, which -
commenced on September 1, 2003 provrdes for-an initial term of five, ‘years with two five-year
renewal optlons The Brooklyn facrllty lease expires on March 31, 2007, but is expected to be.
extended under a one-year renewal option. A shore- based facmty lease,in Poft Fourchon
) commenced on December 20, 2005.and provides for an initial term of erght yéars with four
: addrtlonal ﬁve -year perlods upon the terms and condltrons contamed in the lease agreement.

Future mlnlmum payments under noncancelable Ieases for years subsequent to 2006
follow (|n thousands); Y . ‘

Year Ended December 31, ) o L S A

2007 e PR SR RO . *§ 5,318
2008 . e e e e e i e e T - 2,718
2009 ...\ T e e e 425
2010 ... T e wooe TR D 1429

_ In addition, the Company leases marine vessels used in‘its operations.under long-term
.- and month-to-month operating lease agreements. Total rent expense, related to such'leases
‘was approximately $7.8 million, $1.2 million and-$1.7 million durrng the years ended
December 31, 20086, 2005 and 2004, respectwe!y : :

Contmgencres o e e

In the normal course  of its busmess the Company becomes lnvolved in various clalms
and |ega| proceedings in which monetary damages are sought. It-is management’s opinion
that the Company’s liability, if any, under such claims: or proceedlngs would not materially
affect its fi nancral posnt|on or results of operations. :

13

On January 18 2007, Anthony Calafa filed an actlon in the United States Drstrrct Court
for the Eastern District of Louisiana agalnst Hornbeck Offshore Services, Inc. and Todd M.
Hornbeck, Chairman of the Board, President, and Chief Executive Officer. On January 24,
2007, Thomas Schedler filed a 5|m||ar action in the United States District Court for the
Eastern District of Louisiana against ‘Hornbeck Offshore Services, Inc., Todd M. Hornbeck
and James O. Harp, Jr., Executive Vice President and Chief Fmancnal Officer. On January 26,
2007, Michael D. Fontenelle filed another similar action in the United States District Court for
the Eastern District of Louisiana against Hornbeck Offshore Services, Inc. and Todd M.
Hornbeck. On February 8, 2007, Oakmont Capital Management; LLC filed a similar action in
the United States District Court for the Eastern District of Louisiana against Horbeck
Offshore Services, Inc., Todd M. Hornbeck, James O. Harp, Jr. and Carl G. Annessa,
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7 _-Executwe Vlce PreS|dent and Chlef Operatmg Officer. These Iawswts purport to be filed as a
.class action on, behalf of-the plalntlffs and other similarly situated purchasers of the

Company’s. securities: from November1 2006 to January 10, 2007. In their complalnts the
plaintiffs allege that Hornbeck Offshore Services, Inc. and the otHier defendants violated _

- Section 10(b) of the Secuntles Exchange Act of 1934, as amended, and Rule 10b-5

thereunder by allegedly makmg false’and mlsleadlng statements, and/or by omlttmg to state
material facts necessary to make the statements not misleading, in connection with its "~
forward earnings guidance and its January 10, 2007 announcement of preliminary-financial

~resultsfor the fourth quarter of 2006 and the full year of 2006 that fell short of such guldance

and indicated an antlczpated reduction’in 2007 gmdance The Company and such officers

deny these aIIegatlons and believe’that these actions are without merit. The. Company intends .
to defend these. actions vugorously However the Company cannot predict whether it will v
prevail in the actions or estimate the amount of: damages that the Company might incur. The
Company is also unable to estimate any relmbursement that it may receive from insurance

- _policies,in the .event that the Company incurs any damages or costs in connectlon with these
actlons P ° L

weo

+The Company msures agamst Iosses relating to its vessels, pollution and third party 0
Ilabllmes mcludmg clalms by. employees under Section 27 of the Merchant Marine Actof - e
1920 or the Jones Act. Third party liabilities and pollutlon claims that relate to vessel '

. operations are covered by the-Company’s entry in a mutual protection and indemnity

association, or_ P&l Ciub. In March 2008, the terms,of entry for both of the'Company’s
segments contained an‘annual aggregate deductible:(AAD) for which the Company’ remains
responsible, while the P&l Club is responsible for all applicable amounts that exceed the "~
AAD, after payment by the Company of an additional individual claim deductible. The . &

.) ~ Company provides reserves for those portions of-the AAD and any individual claim
. - deductibles for-which the Company remains respon5|ble by using an estimation process that

considers Company-spemf c and industry data, as well as management's experience, .

. assumptions and consultatlon with outside counsel. As additional information becomes ”"_ :
' available, the Company will assess the potential liability refated to its pending litigation.and

revise its estimates. Such revisions-in‘estimates of the potential I|ab|I|ty could materially
impact the. Company's results of operations, financial position or cash flows. Asof -
December 31, 2006, the Company s claims reserves related to one of its segments incurred

under its P&I Club pollcres have exceeded the AAD for the current pollcy year

t s
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11, Deferred Charges - e " ¢=-;‘,,;J‘; o

“ Y

. Deferred charges include the followmg (|n thousands) s

) Bt : il Tt
. +

' " Year Ended December 31;

2008 2005 2004
Deferred fi nancmg costs, net of accumulated amortlzatlon of Loy N
$2,060, $1,075 and $7,487, respectively ~. ... . .......... $13542 §$ 6,928 §$ 5616
Deferred drydocking costs, net: of accumulated amortization of - :
: $18,499, $10,654 and $6,557, respectively .............. 13,686 8,651 8,978
: Prepald lease’ expense, net of amortization of $119 ......... - 4,269 — —
' Deferred other ... ... R 57 325 -269

Total ... SRR $31,554 $15904 $14,863

‘ 12 Related Party Transactlons

" During 2006 the Company recelved aggregate payments of apprommately $1.4 m|II|on :
for charters of its OSVs and rental of its shore-based port facility froma customer whose
Chairman, President and Chief Executive Officer is currently a member of the Company's
Board of Directors. = - ;

Sk

13. Major Customers

For the year ended December 31, 2006, revenues from one of the Company’s customers
served by both-operating segments was approxrmately 12% of the Company's total revenues.
For the year ended December 31, 2008, revenues from one of the Company s customers '

© " served by:the offshore supply vessel segment was apprommately 11% of the Company’s total

" revenues. Forthe. years ended December 31, 2005 .and 2004, revenues from one of the
Company’s customers served by the TTB segment was, approxlmately 17% and 22%,

.respectlvely, of the Company's total revenues.
va

14 Segment Information

The Company prov:des marine transportatlon serwces through two business segments.
The Company primarily operates new-generation offshore supply vessels in the GoM;
'Tnnldad and Mexico and.its shore-based facility in Port. Fourchon Louisiana through its
offshore supply vessel segment. The offshore supply vessels and the shore-based facility
_ principally support complex exploration and ‘production projects by transporting cargo to
~ offshore drilling rigs and production facilities and provide support for specialty services. The
TTB: segment operates ocean-going tugs and tank barges in the northeastern United, States,
‘the GoM and in Puerto ‘Rico. The ocearni-going tugs and-tank barges provide. coastwrse
: _transportatlon of refined and bunker grade petroleum products and more recently, ethanol, as
- well as non-tradltlonal TTB services, such as support of- deepwater well testing and other
spemalty applications for the Company s upstream customers.
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H

The following table shows reportable segment mformatlon for the years ended-:

" December 31, 2006, 2005 and 2004, reconciled to consolldated totals and prepared on the ‘

- same basis as the Company s consolidated fi nanmal statements (|n thousands) -

. 2006 2005 2004
Revenues: S : )
Offshore supply vessels ” ) L, woo :
DOMESHC .\ .. e e e e e "% 141341 $ 88,772 $ 59,886
FOI.'GIQH(‘I).....:.....i ..... SN T Gevostoaws ., 25040 028,663 15407 -
a .o o : M 166,381 - 117,435 , 75,293
Tugs and tank barges B 7 s .
I g = 100,260 -: 57,379 50,465
Ll 1T T P R 7,810. . 7,772, 6,503
o i ) - 108,170 - 'B5,151 56,968 .
Total ... e e e [ERETRRRRTE -§ 274551 $182,586 $132,261
Operatlng Expenses: : . :
Offshore supply vessels .. ...... e e $ 55175 §$ 35936 §$ 29724
Tugsandtankbarges ............ ... ... .. . .ol P .- 40416 . 30,974 28,796
- TOtal 1o e T $ 95591 $ 66310 § 58520
Depraciation and Amortlzatlon R N c e
Offshore supply vessels . ... .. e A . $ 17,344 § 15197 $ 12,876
_ Tugs and tank barges T R R *14,8677 12,073 40,259
Total ..o $ 32,021 -$°27270 $ 23,135
General and Administrative Expensas: : ' g - - :
Offshore supplgvessels ....................................................... $§ 13505 $.9299 -§ 6342
Tugsand tank Barges .. ... ... . i e 14,883 11,028 = 8417
1 11| T S $. 28388 $ 20327 § 14,759
Gain (loss) on sale of assets: . :
QOffshore supply vessels .- . .. .. T, e . e .3 -  § 5) $ 32
“  Tugsandtankbarges ................. R A JERPIR . 1854 - 1808 .33
, RN . $ 1854.8 1893 § 65
Operating Income:” =~~~ '+ - : ‘ ' : :
Offshore suppl vesse]s S e e w$ .80,357 & 56,998 § 26,383
Tugsandtank barges ......:. . ... e B 40,048° " 12,974 9,529
B Total‘ $ 120,405.-% 69,972+ $ 35912
Capital Expenditures: e ' s S -

- OffShore sUpply veSSeIS . .. ... ... e e e $. 58,218...$:46,232. $710,568
Tugsandtankbarges ......c.... ... 27,959 76,154 ;49,842
NON-VESSE] ... e e e 5,035 2,578 <. 967

L $ 091212 . $124964 3 61,377
Identifiable Assets: A R
Offshore supply vessels ... ............... e e el $ 861,498 - $599,514 $328,857
Tugsand tankbarges .................. e < 215935 182,766., 119,980
Corporate ...........cccoiiniiindiann e . 20,947 14,395 ' .11,734
TTotal e e $1 098,380 $796,675 $460,571.
Lon%Lwed Assets: - L - ) .
fishore supply vessels e e - ' oo
oMt -, e e e e $ 281,244 $231,445 $202,382
FOTGIQN (1) . - o oo e oo e e e e 55271 - 62,141 ' 54,978
; Ca L, - 336,515 * 293,586 - 257,360
" Tugs and tank barges- b . . R
............................................................ 186,491 . 158,404 - - 95,301
Forelgn (1) (2) ......................................................... + 4242 - 5841 5875
~*% 180,733 - 164,245 101,176
COTPOrAlE .. e e e 4,703 4,210 . 2,683
L T D PRI -. $.531951 $462041 $361,219

Year Ended December M,
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Il
Tt

(1) The Company s vessels conduct operetlcns in international areas Vessels wnl routtnely move.lo and from mternatrcnal and™
domestic operating areas. As these assets are highly mobile, the long-lived assets reflected above represent the assets that .
wera present in Ifiternational areas as of December 31; 2008, 2005 and 2004, respectwe!y ',". ’

{2) Included are amounts applicable to the Puerto Rico TTB operations, even though Puerto Rico Is consrdered a possessrcn of
the United States and the Jones Act applies to vessels cperatlng in Puerto Rican waters : N

-

15. EmploymentAgreements o | -

The Company has employment agreements wrth certaln members of its- executlve R .J._{'
management team. These agreements include, among other thlngs contractually stated base- -
level salaries and a structured cash inGentive compensation program dependent upon the

" Company achieving certain targeted fi financial results. Prior to 2005, the agreements

contained EBITDA and earnings per share targets. In March 2005, the Company and such

members of its executive management team amended these agreements to include a -
discretionary component of the cash incentive compensatlon program in lieu of the earnlngs
per share target. In the event such a member of the executive management team is

terminated due to events as defined in-such officer's agreement, the employee will continue to

receive salary, bonus and other payments for the full rem'aini_ng term_of the,.ag'reement.

O
*,

16 ~ Supplemental Selected Quarterly Financial Data (Unaudlted) (In thousands, except
per share data):
The fotlowmg table contains selected unaudlted quarterly fi nancral data from the
consolidated statements of operations for each quarter of fiscal years 2006 and 2005. The

operatlng results for any quarter are not necessarily indicative of results for any future period.

Quarter Ended ] .
) Mar 31 Jun3)  Sep30 Dec 31 .
Fiscal Year 2006 ‘ . _
Revenues ...................oovnnn. R $61,056 $70,695+ $77,502 $65,298
Operatingincome ............... e e 24548 327725 37‘,-664 25,468
NELINCOME ..\ttt D .. 14,851 20,292:. 23,946, 16,627
Earnings per common share: N R _ '
~Basic (1) oo vt v Ceeiigse...78% 055 % 075 $1088 $§ 063
“Diluted (1) .. ..o S L 054 073 086 . ‘062 ,
Fiscal Year 2005 ' : e " .
Revenues-...........................:.“..'.'....:._,$37,904 $41083 $46,462 $57,137
Operating iNCOME .. ... ..ttt 12,486. 14,927 17,620 24,939 B
Netincome (2) ...........coovv... SR S ..... 5238 7723 9398 15,083
Earnings per common share: cL ' ' . _ o
BaSIC (1) - oot e $ 025 § 037% 045 § 0.56
DT K &) D - 0.25 036 044 055

(1) The sum of the four quarters may not equal annual resulls due to roundmg !’ -
{2) Included in netincome for Fiscal Year 2005 is a loss early extinguishment of debt recorded in the first quaner of 2005

Please refer to Note 6 for more infermation.
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Pursuant to the requwements of Section 13 or, 15(d) of the Securities Exchange Act
of.1934, the: Reglstrant has duly caused this Repoit to be signed on its behalf by the
 undersigned, thereunto duly authorized, in the Crty of Covmgton the State of
B Lou|S|ana on March1 2007.

HORNBECK OFFSHORE: SERVICES, INC.

By: _Js/ Tobb M. HORNBECK

Todd M. Hornbeck"
President and Chief Executive Ofﬂcer

Pursuant to the requrrements of the- Securltles Exchange Act of 1934 th!s Report
‘has been signed below by the following persons on behalf of the Reglstrant and in the
‘ capacltles and on the dates indicated. .

Slgnature N Title ~ ; Date _
/s/ Toop M. HoRNBECK - Chairman of the Boerd, President, March 1, 2007
. (Todd M. Hornbeck) “and Chief Executive Officer :
' - * (Principal Executive Officer)
Ist  James Q. HARP, JR. ' Executive Vice President and' . March 1, 2007
{James O. Harp, Jr.) : Chief Financial Officer (Principal
' . Financial and Accounting
o K . .. Officer) '
/s/ 'LAaRrRY D. HORNBECK . .- Director - March 1, 2007

~(Larey D. Hombec_k_)

s/ BRUCE W. HunT ' Director - ' March 1, 290?
{Bruce W. I_-Iunt)

/s/_STEVEN W. KRABLIN Director -March 1, 2007
{Steven W. Krablin) ; . :

/s/ _PATRICIA B. MELCHER Director D ' _ March 1, 2007
{Patricia B. Melcher) -

/s/ BERNIE W. STEWART Director R - March 1, 2007 -
(Bernie W. Stewart) : 0 '

AR fs! Davib A. TRICE Director - - N March 1, 2007
W _ " (David A. Trice) o
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Exhibit31.1 .

CERTIFICATION

l, Todd M. Hornbeck certlfy that

‘| have reviewed this Annual Report on Form.10-K of Hornbeck Offshore Services, Inc.;

Based on my knowledge, this report-does not contain any untrue statement of a material

“fact or omit to state a material fact necessary to make the statements made, in light of -

LB

v

the circumstances under which such statements were made, not misleading with respect

to the period covered by. this report; -

Based on my knowledge, the fi nanmat statements, and other financial information )
included in this report, fairly present in all material respects the financial condition, results
of operations and cash flows of the registrant as of, and for, the penods presented in this
report;

" The reglstrant s other certufylng officer and | are responsmle for estabhshmg and

maintaining disclosure controls and procedures (as defined in. Exchange ‘Act Rules

. 13a-15(e) and 15d-15(e }) and internal control over financial reporting (as defined in
,;'Exchange ‘Act Rules 13a-15(f) and- 15d-15(f)) for the reglstrant and have:

a) Designed such disclosure: controls and procedures, or caused such disclosure
.. controls and-procedures.to be designed under our supervision, to ensure that
", material information-relating to the registrant, including its consolidated subsidiaries,
*'is made known to us by others within those entities, particularly during the period in
~which this report is being prepared;
b) Designed such internal controls over financial réporting, or caused such internal
_controls over fi nancial reporting to be designed under our supervision, to provide
*.-“reasonable assuranceregarding the reliability of financial reporting and the
preparation. of financial statements for.external purposes in accordance with -
generally accepted-accounting principles; . oot

- €) ' Evaluated the effectiveness of the registrant’s dasclosure controls and procedures

and presented in this report our conclusions about the effectiveness of the disclosure
controls and procedures as of the end of the perlod covered. by this report based on
such evaluation; and:

d)} Disclosed in this report any change in the registrant's internal controI over financial
reporting that occurred during the registrant's.most recent fiscal quarter (the

‘registrant’s fourth fiscal quarter in:the case of an annual report) that has materially .

affected, or is reasonably Ilkely to matenally affect the reglstrant s internal control
over financial reporting; -

.The registrant's other certifying offi cer and | have dlsclosed based on our most recent -

evaluation of internal control over financial reporting, to the registrant's auditors and the
audit committee of regnstrant s board of directors {(or persons performing the equwalent
functlons)

a) " All significant defi cuenmes and materlat weaknesses in the design or operatlon of
internal control over financial reporting which are reasonably likely to adversely
affect the registrant's abnllty to record process summarize and report financial
information; and

b) Any fraud, whether or not materlat that involves management or other employees
who have a significant role in the reglstrant s mternal control over financial reporting.

Date March 1, 2007

/s/ Todd M. Hornbeck

Todd M. Hornbeck
Chief Executive Officer
(Principal Executive Officer)




: Exhibit 31.2 -
. CERTIFICATION

I, James O. Harp, Jr., certify that: :

1. | have reviewed this Anhual Report on Form 10-K of Hornbeck Offshore Services, Inc.;

2. Basedon my knowledge, this report: -does not contain any untrue statement of a material
fact or omit to state a material fact necessary to make the statements made, in light of

. the circumstances under which such statements were made, not rnrsleadlng W|th respect
to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information
included in this report, fairly present in all material respects the financial condition, resuilts
of operations and cash flows of the registrant as of and for the periods presented in this
report;

4. The registrant’s other certifying officer and | are responsible for establlshlng and
maintaining disclosure controls and procedures (as defined in Exchange Act Rules
13a-15{e) and 15d-15(e}) and internal contro! over financial reporting (as defined in
Exchange Act Rules 13a- 15(f) and 15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and procedures, or caused such disclosure
controls and procedures to be designed under our supervision, to ensure that
material information relating to the registrant, including its consolidated subsidiaries,
is made known to us by others within those.entities, partlcularly dunng the perlod in
which this report is being prepared;-

b) Designed such internal controls over financial reportlng or caused such rnternal
controls over financial reporting to be designed under our supervision, to provide
reasonable assurance regarding the reliability of financial reporting and the

. preparation of financial statements for external purposes in accordance wrth
generally accepted accounting principles; ' .
¢) Evaluated the effectiveness of the regrstrant s disclosure controls and procedures
and presented in this report our conclusions about the effectiveness of the disclosure:
controls and procedures, as of the end-of the penod covered by this report based on

~ such evaluation;and =~ -

d) Disclosed in this report any change in the reglstrant s internal control over fi financial
reporting that occurred during the registrant's most recent fiscal qoarter (the
registrant’s fourth fiscal quarter in the case of an annual report) that has materially
affected, or is reasonably I|kely to materially affect, the registrant's internal control
over financial reporting; ,

5. The registrant’'s other certifying officer and-| have disclosed, based on our. most recent
evaluation of internal control over financial reporting, to the registrant's auditors and the
audit committee of registrant’s board of dlrectors (or'persons performing the equrvalent
functions):

a) Al significant deficiencies and material weaknesses in the desugn or operatlon of
internal control over financial reporting which are reasonably likely to adversely
affect the registrant’s abrlrty to record, process, summarize and report financial
information; and :

b) Any fraud, whether or not material, that involves management or other employees

a who have a significant role in the registrant’s internal contro! over financial reporting.

{s/ James O. Harp, Jr.

Date: March 1, 2007 ' ' James O. Harp, Jr.
: : : Executive Vice President and
Chief Financial Officer
(Principal Financial Officer)
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. Regulafio’n G Reconciliation of Non-GAAP Financial Measures

- This 2006 Annual Report contains references to.the non-GAAP
financial measures of EBITDA and Adjusted EBITDA. ' We define -

‘EBITDA as eamings {net.incoms)-before interest, income taxes,
depreciation and. amortization. We deflne Adjusted EBITDA as
EBITDA adjusted for loss-on early exlmgu:shment of debt, stock-

-based compensation expense and interest income. Our measures ,

of EBITDA and Adjusted EBITDA may not be comparable to

similarly titted measures presented by other companies.. Other =

companies may caiculate EBITDA and Adjusted EBITDA differently
than we do, which may limit- their usefulness as comparative
measures.

“  We view EBITDA and Adjusted EBTIDA primarily as liquidity
measures and, as such, we believe that the GAAP financial
measure most directly comparable to such méasures is cash flows

. provided by operating activities. Because EBITDA and Adjusted

EBTIDA are not measures of financial performance calculated in
accordance with GAAP, these measures should not be considered
in isolation or as a substitute for operating income, net income or

the accompanying reconciliation, we believe provides additional’
.information that is useful 1o gain an understanding of the factors
and trends affectmg our ability to service debt, pay deferred taxes
and fund drydocking charges and other mainlenance capital
expenditures. We also believe the disclosure of EBITDA: and
Adjusted  EBITDA helps -investors meaningfully evaluate and
compare our cash flow ganeratmg capacny from quarler to quarter
‘and year to year -

., EBITDA and Adjusted.EBITDA are-also financial metrics used
by management (i)- as .a supplemental internal measure for
planning and forecasting overall expectations and for evaluating
actual - results against such expectations; (i) as a significant -~
criteria for annual Incentive cash-bonuses paid to our executive
officers and other shore-based employees; {iii) to compare 1o the
EBITDA and Adjusted. EBTlDA ‘of other- companies when"
evaluatlng potentlal acquisitions: and (iv) to assess our ability to '
service existing fixed charges and incur addmonal indebtedness

" loss, cash flows provided by operaling, investing and financing |

and execute our growth strategy

activities, or other income or cash flow statement data prepared in
accordance with GAAP.

EBITDA and Ad}usted EBITDA are widely used by investors
and other users of our financial statements as supplemental -.
financial measures that, when viewed with our GAAP results and

The following table provides the detailed components of
EBITDA and- Adusted EBTIDA, as we. define those terms, and
reconciles EBITDA and Adjusted. EBITDA with our - cash ﬁows
provided by operalmg activities for the following periods: -

) AR A

Reconciliation of Ndn-c:‘aAAP Finanaial Measures ($mm)

.

- . Yoar Ended December 31, L
1998 1999 2000 2001 2002 2003 2004 2005 2006

. Components of EBITDA: . .
‘Net income (loss) ' $(t14) $(18) $(45 370 $1186 $§11.2 $ (25) § 374 $ 757
Interest expenss, net: '
Debt obligations. 1.2 53 8.2 10.7 16.2 18.5 17.7 126 17.7
Put warrants 1.5 23 7.3 3.0 - - - - -
Interest income ’ (0.1} (0.1} (0.3} (1.5) 0.7) 02) (0.4) (3.2) (16.1)
Total interest expense, net ’ i 26 7.5 15.2 12.2 185 183 17.3 9.4 1.6
Income fax expense (benefit) . - .o (0.2) 0.3 16 57 71 . 69 . (1.3) 215 431
Depre;iation . . L /1 B 24 4.2 6.5 10.4 14.4 17.4 200 241,
Amortization " ' \ oo 0.4 0.7 1.0 1.2 19 . 32 57 7.3, 8.0
EBITDA - k ~ - .. . %823 $91 $17.5 $32.6 $ 485 $ 54.0 $36.6 $ 95.6 $152.5
Loss on early. axtlngwshment of debt 1 - . - = - 30 - - - 22.4 1.7 -
Stock-based compensaqon axpense : ] - - - - - . - - - - 5.2
+ Interest income . e 0.4 0.1 0.3 15 0.7 " 0.2 0.4 3.2 16.1°
N o < _— _— —_— _— -
Adjusted'EBITI;JA ‘ $24 §$9.2 $17.8 $37.1 . §472 §54.2 $594 51005 $173.8
EBITDA Reconciliation to GAAP: . '
EBITDA . : $23 $91 $17.5 $326 $ 46.5 $54.0 $36.6 $ 956  §1525
Cash paid for deferred drydocking charges (1.7) (2.4) {1.5) (1.7) {2.4) (6.1) {8.5) (6.8} {12.9)
- Cash paid for interest (0.4) (4.5) {7.1) (5.6) {19.1) 19.7) (24.0) {17.9) {18.5) -
Cash paid for taxes : - - - - - - - - (1.4)
Changes in working capital 4.7 (0.6} (2.8} 1.9 {0.5} (2.0} (5.0) 5.1 ‘86
Stock-based compensation expense , - - - - - - - - 52
Loss on early extinguishmant of debt - - - 3.0 - - 224 1.7 -
Changes in other, net (1.3) 0.3 (0.1} 0.1 0.3 0.7) (0.2) {1.9} (1.7)
Cash flows provlded by operating activities $36 $19 $59 3303 $248 $255 §$21.3  $758  $131.8
»

1) Results for 2001 ware impacted by a $2.0 after-tax charge on early extinguishment of debt relating to a July 2001 debt refinancing. Results for 2004 were
impacted by a $14.7 after-tax charge on early extmgulshment of debt relating to 91% of the November 2004 refinancing of our 10.625% Senior Notes due 2008.
Results for 2005 wers impacted by a $1. 1 after-fax charge on early extinguishment of debt relating to the January 2005 redemption of the final 8% of our 10. 625%
Senior Notes due 2008.
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